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EXECUTIVE SUMMARY

Tucson Electric Power Company ("TEP" or "Company") is classified as a class "A" utility. TEP
is a for-profit, certificated Arizona public service corporation that provides electric utility service
to various communities in Pima County, Arizona. On June 17, 2022, TEP filed an application with
the Arizona Corporation Commission ("Commission") for a permanent rate increase. The TEP
corporate business office is located at 88 East Broadway Blvd., Tucson, AZ 85702.

UNS Energy is a subsidiary of Fortis Inc., the largest investor-owned electric and gas distribution
utility in Canada. UNS Energy is based in Tucson, Arizona and is the parent company of both TEP
and UniSource Energy Services ("UES"). TEP serves more than 432,000 customers in and around
Tucson, while UES provides natural gas and electric service to about 256,000 customers in northern
and southern Arizona. Electric service is provided through a UES subsidiary called UNS Electric,
Inc., while natural gas service is provided through a subsidiary called UNS Gas, Inc.

The Company utilized a test year ended December 31, 202 l .

Rate Application denoted in thousands of dollars:

The Company-proposed rates, as filed, produce total operating revenue of $ l .330 billion, an
increase of $234.111 million or a 2 l .36 percent increase, over adjusted test year revenue of $ l .096
billion. The Company-proposed revenue will provide operating income of $275844 million and a
5.25 percent rate of retunn on its proposed $5.251 billion fair value rate base ("FVRB").

The Residential Utility Consumer Office ("RUCO") recommends rates that produce total operating
revenue of $1.228 billion, an increase of $l32.766 million or a 12.11 percent increase, over the
RUCO-adjusted test year revenue of $1.096 billion. RUCO's recommended revenue will provide
operating income of $236068 million and a 4.65 percent return on the $5.072 billion RUCO-
adjusted FVRB (see RUCO Schedule 1).

RUCO recommends that all its adj ustments be adopted.

l
2
3
4
5
6
7
8
9

10
11
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30
31
32
33
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I 1. INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 A. My name is Jeffrey M. Michlik. I am a Public Utilities Manager employed by the Arizona

4 My business address is 1110 West

5

Residential Utility Consumer Office ("RUCO").

Washington Street, Suite 220, Phoenix, Arizona 85007.

6

7 Q. Briefly describe your responsibilities as a Public Utilities Manager.

8 A.

9

10

II

12

13

In my capacity as a Public Utilities Manager, I analyze and examine accounting, financial,

statistical and other information and prepare reports based on my analyses that present

RUCO's recommendations to the Arizona Corporation Commission ("Commission") on

utility revenue requirements, rate design, and other matters. I also provide expert testimony

on these same issues. In addition, I also supervise and review the work of other RUCO

analysts.

14

15 Q. Please describe your educational background and professional experience.

16 A. In 2000, I graduated from

17

Idaho State University, receiving a Bachelor of Business

Administration Degree in Accounting and Finance, and I am a Certified Public Accountant

18

19

20

21

with the Arizona State Board of accountancy. I have attended the National Association of

Regulatory Utility Commissioners' ("NARUC") Utility Rate School, which presents for

study and review general regulatory and business issues. I have also attended various other

NARUC sponsored events.

22

23

24

25

I joined RUCO as a Public Utilities Analyst V in September of 2013. Prior to  my

employment with RUCO, I worked for the Arizona Corporation Commission in the Utilities

Division as a Public Utilities Analyst for a little over seven years. Prior to employment with

|-
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I

2

the Commission, I worked one year in public accounting as a Senior Auditor, and tour years

for the Arizona Office of the Auditor General as a Staff Auditor.

3

4 Q, What is the scope of your testimony in this case?

A.5

6

7

8

9

10

11

12

13

14

15

16

I am presenting RUCO's analysis and recommendations on Tucson Electric Power

Company ("TEP" or "Company") proposed revenue requirement for TEP's application for

a permanent rate increase. I am also presenting testimony and schedules addressing,

operating revenues and expenses. RUCO witness Ms. Crystal Brown will be presenting

RUCO's rate base adjustments. RUCO witness Mr. John Cassidy will be presenting RUCO's

cost of capital analysis, and RUCO witness 1\/Ir. Bentley Erdwurrn will be presenting

RUCO's recommendations on rate design. In addition, Mr. Erdwurm will also be addressing

the Company's proposed regulatory assets related to Demand Side Management ("DSM"),

Electric Vehicle Infrastructure Investments, San Juan Materials. Mr. Erdwunn will also

address the Renewable Energy Standard Tariff ("REST"), Environmental Compliance

Adjustor ("ECA") and Resource Transition Mechanism ("RTM") which replaces the ECA.

Finally, Mr. Erdwurm will address rate case expense.

17

18 Q. What is the basis of your testimony in this case?

A.19

20

21

22

23

I performed a regulatory audit of the Company's application and records. The regulatory

audit consisted of examining and testing financial information, accounting records, and

other supporting documentation and verifying that the accounting principles applied were

in accordance with the Commission-adopted Federal Energy Regulatory Commission

("FERC") Uniform System of Accounts ("USOA").

24

25

26

-2-
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1 Q. How is your testimony organized?

2 A.

3

4

5

My testimony is presented in four sections. Section I is this introduction. Section II

provides a background of the Company. Section III is a summary of the Company's filing

and RUCO's rate base, and operating income adjustments, and Section IV presents RUCO's

operating income recommendations.

6

7 II. BACKGROUND

8 Q. Please review the background of this application.

9 A.

10

11

12

13

TEP is classified as a class "A" utility. TEP is a for-profit, certificated Arizona public

service corporation that provides electric utility service to various communities in Pima

County, Arizona. On June 17, 2022, TEP filed an application with the Commission for a

permanent rate increase. The TEP corporate business office is located at 88 East Broadway

Blvd., Tucson, AZ 85702.

14

15 Q. Can you provide additional background on UNS' corporate structure?

A.16

17

18

19

20

21

22

UNS Energy is a subsidiary of Fortis Inc., the largest investor-owned electric and gas

distribution utility in Canada. UNS Energy is based in Tucson, Arizona and is the parent

company of both TEP and UniSource Energy Services ("UES"). TEP serves more than

432,000 customers in and around Tucson, while UES provides natural gas and electric

service to about 256,000 customers in northern and southern Arizona. Electric service is

provided through a UES subsidiary called UNS Electric, Inc., while natural gas service is

provided through a subsidiary called UNS Gas, Inc.

23

24 Q What is the test year that the Company has selected?

A.25 The Company has selected a test year ended December 3 l , 202 l.

26

-3-
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I Q. Has the Company not asked for recovery of an expense item as it did in its prior rate

2

A.

case"

Yes. Directors & Officers ("D&O") Liability Insurance.3

4

Q. What is D&0 Liability Insurance?

A.

5

6

7

D&O Liability Insurance is liability insurance that covers directors and officers for claims

made against them by shareholders or others for decisions they may make within the scope

of their responsibilities.

Q.

8

9

10

I I

Did RUCO ask the Company for the amount incurred by Fortis the parent Company

and amount that was allocated to TEP in the test-year?

A. Yes, in RUCO data request 4.02.12

13

14 Q. What was the Company's response"

15 A. The Company stated in response to RUCO data request 4.02 :

16

17

18
19
20

"The Company objects to this request as irrelevant. D&O expense incurred
by Fortis for its directors and officers is charged to TEP through the Fortis
management fee. TEP is not seeking recovery of Fortis management fees
in this rate ease. "

111.

Q.

SUMMARY OF FILING, RECOMMENDATIONS, AND ADJUSTMENTS

Please summarize the Company's proposals in this filing.

A.

21

22

23

24

25

26

27

28

The Company-proposed rates, as filed, produce total operating revenue of $1.330 billion,

an increase of $234.111 million or a 21 .36 percent increase, over adjusted test year revenue

of $1 .096 billion. The Company-proposed revenue will provide operating income of

$275844 million and a 5.25 percent rate of return on its proposed $5.251 billion fair value

rate base ("FVRB").

4_
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1

2

3

4

RUCO recommends rates that produce total operating revenue of $1 .228 billion, an increase

of $132.776 million or a 12.11 percent increase, over the RUCO-adjusted test year revenue

of $1.096 billion. RUCO's recommended revenue will provide operating income of

$236068 million and a 4.65 percent ream on the $5.072 billion RUCO-adjusted FVRB

(see RUCO Schedule 1).5

6

7 Q. For the purposes of this rate case, has RUCO accepted the Company's gross revenue

conversion factor of 1.33819

A. Yes, as shown in RUCO Schedule 2.

8

9

10

11 Q. Has the Company asked for a fair value increment on its FVRB?

A. Yes. Mr. Cassidy, in his testimony, discusses why the Company should not be entitled to an

increase in non-investor funds .

12

13

14

15 Q. Please summarize RUCO's rate base adjustments.

A. The five rate base adjustments are presented below and also discussed in the testimony of

RUCO witness Crystal Brown:

Rate Base Adjustment No. 1 - Post-Test Year Routine Plant - This adjustment removes

post-test year plant in the amount of $830,608 that was placed into service that RUCO

deems as routine and not necessary under criteria that the Commission identified in Decision

No. 71410.

16

17

18

19

20

21

22

23

24

25

26

Rate Base Adjustment No. 2 - Post-Test Year Plant Retirements - This adjustment removes

plant retirements and accumulated depreciation related to plant that was retired from

January l, 2022, through June 30, 2022, in the amount of $89,954,490 for OCRB.

-5-
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I Rate Base Adiustment No. 3

2

Accumulated Depreciation - This adjustment removes

accumulated depreciation related to RUCO's plant adjustments. This adjustment decreases

OCRB accumulated depreciation by $3,200,812.3

4

5

6

7

Rate Base Adjustment No. 4 - Cash for Working Capital - This adjustment decreases cash

working capital as a result of reflecting RUCO's recommended operating expenses and

expense lag days in its cash working capital calculation. This adjustment decreases cash

working capital by $l,005,564.8

9

10

11

Rate Base Adjustment No. 5 - Remove Regulatory Assets - This adjustment decreases the

regulatory assets by $35,392,313 to remove the Company's proposed regulatory assets and

to increase the ADIT balance by $7,724,585 to remove the related ADIT adjustment.12

13

14 Q.

15

Please summarize RUCO's operating revenue and expense adjustments that you are

sponsoring.

A. RUCO's thirteen operating income adjustment(s) are presented below:

Operating Income Adjustment No. 1 - Payroll Expense - Not used at the time of this filing.

16

17

18

19

20

21

22

Operating Income Adjustment No. 2 - Payment Card Processing Fees - This adjustment

reverses payment card processing fees in the amount of $2,744,491 that the Company wants

to spread to all customers, including those who do not pay their bills with credit/debit cards.

23

24

25

Operating Income Adjustment No. 3 - Board of Directors Fees - This adjustment recognizes

that Board of Directors Fees benefit both ratepayers and shareholders and therefore RUCO

_6_
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1

2

recommends a 50/50 sharing of this cost. This adjustment reduces adjusted test year Board

of Directors Fees by $356,137.

3

4

5

6

7

Operating Income Adiustment No. 4 - Short-Term Incentive Program - This adjustment

recognizes known and measurable expenses and benefits both ratepayers and shareholders

and therefore RUCO recommends a 50/50 sharing of this cost. This adjustment reduces the

adjusted test year short-tenn incentive program expense by $4,469,854.

8

9

10

11

Operating Income Adjustment No. 5 - Long-Term Incentive Program - This adjustment

removes costs that benefit the shareholders of the Company. This adjustment reduces the

adjusted test year long-term incentive program expense by $2,735,258.

12

13

14

15

Operating Income Adjustment No. 6 - Supplemental Executive Retirement Plant ("SERP")

Expense- This adjustment removes SERP expense that RUCO believes should not be borne

by ratepayers, and is not necessary for the provision of electric services. This adjustment

reduces SERP expense by $l,459,808.

Operating Income Adjustment No. 7 - Severance Pay - This adjustment removes items that

RUCO believes should not be borne by ratepayers, and is not necessary for the provision of

electric services. This adjustment reduces severance pay by $907,395.

16

17

18

19

20

21

22 Operating Income Adjustment No. 8 - Industry and Membership Dues - This adjustment

recognizes that industry expenses benefit both ratepayers and shareholders and therefore

RUCO recommends a 50/50 sharing of this cost. This adjustment reduces industry dues by

$607,375.

23

24

25

26

-7-
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I

2

Operatinfz Income Adjustment No. 9 - Other Membership Dues - This adjustment removes

other membership dues that are not necessary for the provision of electric services. This

adjustment reduces the Other Membership Dues expense by $96,986.3

4

5

6

7

Operating Income Adjustment No. 10 - Depreciation Expense - This adjustment reduces

depreciation expense by $35,203,991 and is related to the adjustments previously mentioned

above in RUCO's summary of rate base adjustments.

8

9

10

11

Operating Income Adjustment No. 1 l - Rate Case Expense - RUCO recommends that the

Company's rate case expense of $1,270,000 be allocated in a different manner as described

in RUCO's rate design testimony.

12

13

14

15

Operating Income Adjustment No. 12 - Interest Synchronization Expense- This adj vestment

synchronizes interest expense based on RUCO's recommended rate base and weighted cost

of debt and increases adjusted test year taxes by $5 l5,73 I .

Operating Income Adjustment No. 13 - Income Tax Expense - This adjustment increases

income tax by $12,102,232 to account for RUCO's adjustments to operating revenues and

expenses.

16

17

18

19

20

21

22

23

24

25

26

_8-
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Iv. RATE BASE

Fair Value Rate Base ("FVR8 ")

Q. Did the Company prepare a schedule showing the elements of a Reconstruction Cost

New Depreciated ("RCND") Rate Base?

A. Yes. The Company derived its FVRB by taking the average of the Original Cost Rate Base

("OCRB") and RCND. This methodology has been accepted by the Commission in prior

decisions.

Q. Has RUCO presented its schedules to reflect OCRB, RCND and FVRB?

A. Yes. For purposes of this presentation, RUCO has used the Company's OCRB information

as the starting point for RUCO's determination of the Company's FVRB .

Please summarize RUCO's adjustments to the Company's OCRB.

Rate Base Summary

Q.

A. RUCOls adjustments to the Company's rate base resulted in a net decrease of$l22,659,202,

from $3,625,147,888 to $3,502,488,686 the decrease was primarily due to the following

RUCO adjustments: (l) Post-Test Year Routine Plant, (2) Post-Test Year Retirements, (3)

Accumulated Depreciation, (4) cash working capital, and (5) removal of regulatory assets,

as shown on RUCO Schedules 4 and 5.

Q. For those RUCO adjustments that affect not only the OCRB but also RCND, has

RUCO also presented this information?

A. Yes, if an adjustment affects not only the OCRB, but also the RCND, RUCO has shown the

effects on the same schedule.

l

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

-9-
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1

2

For an in-depth discussion of the individual rate base adjustments please see the Direct

Testimony of RUCO witness Mrs. Crystal Brown.

3

4 v. OPERATING INCOME

Operating Income Summary5

6

7

Q . What are the results ofRUCO's analysis of test year revenues, expenses, and operating

i nc o me "

A.8

9

10

11

RUCO's analysis resulted in adjusted test year operating revenues of $l,096,l9l,843,

operating expenses of $959,344,574 and operating income of $136,847,270, as shown on

RUCO Schedules 13 and 14. RUCO made thirteen adjustments to operating income, as

presented below.

Operating Income Aajustment No. I - Payroll Expense

12

13

14

15

Q . Did the Company, in its last rate case, ask ratepayers to pay for estimated employee

salaries increases two years past the test year"

A. Yes.

Q . Is the Company proposing the same in this rate case?

No .A .

Q , What is the Company proposing in this case?

16

17

18

19

20

21

22 A . Based on the Company's Pro-forma Income - Payroll and Benefits adjustment, the

Company is proposing a 3.00 percent increase for 2022 and a 3.00 percent increase for 2023

for unclassified workers. The Company is also proposing a 2.75 percent increase for 2022

and a 3.00 percent increase for 2023 for union workers, as illustrated in the table below:

23

24

25

26
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TEP Unclassifed TotalActu. l NotesMerit Bud et

2. 11%

2.90%

guess

3.00%

3.60% Pf°¢9te4

l
i

" _ -- _" -_ _ _" _
TotaIActual usesTEP Classifed (Union) Wage Budget

n SES union to TEP union

EE Cou nt

874

832

a n

EE Count

801

797

2021

2022 I

2.95% g;0u.r'¥ as of1/1/215 trans Iorled

2.75%Count as of 1/1/22

P l  . did2023

2.95%

2.75%

3.90% 790

Combined Avg Weighted classified

o 83842933 1.46%

_ _ -
zsiéé.
309,

Q. Please briefly explain the Company's methodology.

A. The Company averaged the 2020 amount of $102,588,610 and 2021 amount of

$105,821,948 Operations and Maintenance ("O&M") wages to derive O&M wages of

$104,205,279. The Company next increased this total by 2.82 percent (the combined

average in the table above) to increase O&M wages to $107,147,312 the estimated 2022

amount, and finally increased the $107,147,312 by 1.46 percent (the Union amount only in

2023) to derive the estimated 2023 amount of $108,714,839 The result is an increase of

$4,940,752 (i.e., $93,964,269 - $89,023,517) or 5.55 percent. When the percentage that

must be allocated to capital $(467,286) and the increase to pension and benefits $658,483

are reflected, the net result is $5,131,948 (i.e., $4,940,752 - $467,286 + $658,483 =

$5,131,948). This amount is then allocated using the ACC jurisdictional ratio of .808316

for a total pro-fonna adjustment of $4,148,239

Q, What did the Commission state in Decision No. 77856 (dated I2/31/20)?

A.

n

The Commission stated, "We agree with Staff's reasoning and adopt its recommendation

to disallow TEP'sproposed2. 725 percent wage increase for non-union employees in 2020.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26
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I Q. Docs RUCO agree with the Company's calculation of the Pro-forma amount?

2 A .

3

No . The Union percentage is not known and measurable at this time. However, the

Company's position is consistent with Decision No. 77856.

4

5 What is RUCO's recommendation?Q.

A.6

7

8

RUCO recommends no changes for now, however, a true-up may be necessary in

Surrebuttal testimony, and TEP must provide the union contract authorizing the 3.00 percent

increase for union employees for 2023 .

9

10 Operating Income Acyustnzenl No. 2 - Reverse Payment Card Processing Fees

11

12

Q. Has the Company proposed that all customers pay for payment processing fees even

if they do not use the service, yet again?

13 Yes.A.

14

15 Q. What has the Company proposed in this case for payment processing fees?

A.16

17

The Company has proposed to spread the credit and debit card processing fees to all

customers, as the Company stated:

18

19

20

21
22

23

24

25
26

27

28

"Many of our customers have expressed frustration over TEP's practice of
charging fees for credit or debit card payments. These fees pose a particular
burden to low-income customers, particularly those without bank accounts
who cannot send checks through the mail or make free online payments
through our website or mobile app. These forms of payments require third-
party service providers, and the costs of these services are borne by
customers, as they are not currently included in our rates. The Company is
asking for the flexibility to revise its payment policy and eliminate most
fees currently paid for by customers if they choose to pay their bill by credit
or debit card, or in-person at Walmart or other retail locations." !

29

1 See the Direct Testimony of Company Witness Lynne Peterson, page 10, linl3.
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Q, What is the amount that the Company is requesting be recovered by all ratepayers in

A.

this case?

Based on the Company's Pro-forma Income - Payment Processing Fees adjustment the

Company is requesting $2,744,491 as illustrated in the table below:

Estimated Cost %|nc. %|nc. %lnc.
TE P  Ye a r  S u m m a r y

a i r  3
q m.!.ed Cost

o mensa:
ten yur vo lum e) (Year 1) ¢ . r 2 e .r  2

mu Toll | II It"
»_I» I I0__ soeei

susi
sossi

moan

100%

100%

Walk HECKFR

Cradh/ KUBRA

WalkIn WESTERN UNION

124,39 i  s

i s
124 03 I s

75%6

7sesi

7S%'

Td Paymsnls

TO( Payments

run Payments

62,182 | 85952.99 »s
i  $ 1 . 9 5 / $ 9 . 9 5  i

49,721 I $ 1 . 9 5 $ 2 . 9 9  ! $

217,637 i

2.309.324 i

217 529 I

.l  s 2 744,491
Pro forma admtmem

_ _ - _- -

I nQ. essence has the Company continued to advocate for the "socialization" of these

payment costs?

A. Yes. This proposal, which the Company refers to as "socialization,"2 is inconsistent with

the cost causation principle, which requires that costs be borne by the customers who cause

the utility to incur the cost (i.e., cost-causers).

Q Has the Company advanced this socialization policy in its prior two rate cases?

Yes. In Docket Nos. E-01933A-I 5-0322 and E-01933A-19-0028.A.

Q. Was there ever a fully litigated decision in those cases?

A. No. Docket No. E-01933A-15-0322 resulted in a settlement agreement, and the payment

processing fees were withdrawn before the hearing in Docket No. E-01933A-19-0028.

Q. Did the Company acknowledge that there are no cost ways fOr customers to pay their

bills, as it did in prior rate cases?

A.

l
2

3

4

5

6

7

8

9

10

I I

12

13

14

15

16

17

18

19

20

21

22

23

24

25 Yes, the Company acknowledged in response to RUCO data request 6.06(a) that:

2 Ibid, page 14, line 7.
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"Auto Pay is a free payment option that allows a customer to have their bill
automatically paid by/deducted from the customer's checking or savings
account."

Further, the Company admitted that:

1
2
3
4
5
6
7
8
9

10
11
12

"Auto Pay is a customer choice and convenience payment offering that
helps them avoid paying for postage or one-time transaction fees from a
third party. Customers must choose to enroll in this payment option as the
Company does not automatically enroll anyone on Auto Pay. We believe
customers enrolled in Auto Pay are customers who choose to pay timely
regardless of payment options."

13

14 What is RUCO's recommendation?Q,

15 A.

16

17

18

19

20

21

22

RUCO recommends denial of this unnecessary cost shift because it is not based on cost of

service - cost causation, second, the adjustment incorporates estimates of future years that

are not known and measurable, third, the Company has not shown that they are harmed

financially under the current methodology, fourth, the adjustment discriminates

unnecessarily among customer classes, and fifth, a fundamental tenet of sound ratemaking

is to avoid cross subsidization when possible and especially when there is no sound policy

justification. RUCO has reversed the Company's latest proposal and eliminated the payment

processing fees again in the amount of $2,744,491, as shown in RUCO Schedule 16.

23

24 Q. Any concluding remarks?

A.25

26

27

28

29

30

Yes. The Company could offer a small discount or one time discount to those customers

who sign-up or use TEP Auto Pay and TEP e-bill. This could be both a benefit for the

Company and customers. The Company would benefit by reducing the billing processing

costs. The Company indicated in response to RUCO data request 6.08 (a), that "The average

cost for printing and mailing a bill is $0.64 compared to $0.01 for e-bill." This would also

address the one-time transaction fees from third-party payment processing companies.

31
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I Operating Income Aajustment No. 3 - Board of Directors Fees

2 Q. Has the Company asked to recover 100 percent of its Board of Directors Fees from

3 ratepayers?

4 Yes.A.

5

6 Q, What is the amount that the Company is seeking to recover from ratepayers?

7 A.

8

Based on the Company's response to RUCO data request 1.46, the Company is seeking a

total of$824,009, and $712,273 on an ACC jurisdictional basis.

9

10 Q.

11 A.

12

Whose interest do the Board of Directors ("Board") represent"

In general, the Board sets broad policies and makes important decisions as a fiduciary on

behalf of the Company and its shareholders.

13

14 Q. Did RUCO also ask if any of the Board of Directors also held stock in Fortis Inc.?

15 A. Yes, in RUCO data request 4.06.

16

17 Q, What was the Company's response?

A.18 The Company stated in their response to RUCO data request 4.06:

19
20
21
22
23
24
25
26
27

"The Company objects to the question as irrelevant. However, without
waiver of objection, to the Company's knowledge current UNS Energy
Corporation Directors James Reid, Jocelyn Perry and Gary Smith own
Fortis stock, the amounts of which are reported and available in Fortis'
publicly filed reports. UNS Director Susan Gray also owns Fortis stock, the
specific number of which is not publicly available. The Company does not
have information on whether the remaining directors own Fortis stock since
ownership is not required nor a component of their compensation."

28

29
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I Q. Docs RUCO agree that this information is irrelevant?

2 A.

3

4

5

6

No. Several ofUNS Board of Directors are identified as Fortis Inc. insiders, which is public

information. Also, several of the Board of Directors at the UNS Energy level are also on the

Board of Directors at the Fortis Inc. level. As a result, the directors may not be acting

primarily in the interest of ratepayers, but rather in the interest of the Company and

shareholders.

7

8 Q. How has the Commission treated Board of Directors fees recently?

9 A. The Commission in Decision No. 78644 (dated July 27, 2022) stated:

10

11
12
13
14
15
16
17
18
19
20
21
22
23
24

"Neither RUCO nor Staff argues that compensating a board of directors is
an inappropriate expense to be recovered from ratepayers. We agree that
having a board of directors is a cost of doing business as a publicly traded
company. The benefits noted by the Applicants from being listed on a major
stock exchange, such as refinancing debt, reducing interest rates by 200
basis points, raising $37 million in new equity, and establishing a platform
to raise additional capital at favorable rates when needed, require GWRI to
have a board of directors. Because it is a cost of doing business for which
there is insufficient evidence demonstrating it primarily benefits ratepayers
or shareholders, we find that Staff and RUCO's recommendation of a 50/50
sharing is reasonable. For that reason, we adopt Staffs recommended
adjustment removing 50% of board cash and DSU compensation and
disallowing 100% of unrealized gain on DSUs from Miscellaneous
expense."3

25

26 Q.

27

Did the Public Utilities Commission ("PUC") of Nevada also agree that the board of

directors' compensation be shared equally between ratepayers and shareholders?

28 A.

29

Yes, in Docket No. 20-02023 (Southwest Gas Corporation) the PUC of Nevada stated the

following:

30

s See page, 84 line 3 of Decision No. 78644.
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1

2

3
4

5

6

7
8

9

10

11
12

13

14

15
16

17

18

"Regarding BOD expenses, the Commission accepts Staff and
BCP's recommendation to disallow 50 percent of the BOD expenses in
order to share the costs equally between ratepayers and shareholders. The
Commission finds that the evidence on the record supports benefits to both
ratepayers and shareholders. In SWG's last GRC, the Commission allocated
SWG's BOD compensation equally between shareholders and ratepayers,
however, the Commission did not address Board meeting costs or expenses.
The Commission finds that because it is reasonable to split expenses
equally between ratepayers and shareholders, as well, given that both
groups benefit from the actions of BOD. The BOD's oversight is
intended to ensure that SWG is operating in a manner that will result
in safe, reliable, and adequate service, which benefits ratepayers.
Efficient operation of the Board should also increase the value of SWG,
which benefits shareholders in the form of increased stock value and
earnings per share. The reasonable costs of the Board meetings
themselves, including the costs for airfare and vehicle transportation, hotel
accommodations and meal expenses, are most reasonably split equally
between ratepayers, and shareholders."4 (Emphasis added)

19

20 What is RUCO's recommendation?Q .

A .21

22

Based on the fiduciary duty to shareholders, and recent Commission Decisions, RUCO

recommends a 50/50 sharing of Board of Directors Fees, as shown in RUCO Schedule 17.

23

24 TEP Short-Term Incentive Program or Performance

25

Operating Income Adjustment No. 4

Enhancement Program ("PEP ")

26 Q . Has the Company asked for ratepayers to fund 100 percent of its incentive

27 compensation program yet again"

Yes.A.28

29

30 Q , Brief ly describe the PEP?

A.31

32

According to the Company's response to Uniform Data Request ("UDR") Employee

Compensation and Benefit Information ("ECB") - 1.013, Incentives:

4 https://pucwebl .state.nv.us/PUC2/DktDetaiI.aspx
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1
2

"All TEP non-union employees participate in UNS's short-term incentive
program ("PEP"), which is tied to annual compensation.

The PEP performance targets and weighting are based on factors that are
essential for the long-term success of the Company and are identical to the
performance objectives used in its performance plan for other non-union
employees. In 2021, the objectives were (i) Efficient Growth, (ii) Valued
Customers, (iii) Thriving Employees, and (iv) Social Impact, which include
both quantitative and qualitative measures. The Compensation Committee
of the Board of Directors selected the goals and individual weightings for
the 2021 PEP to ensure an appropriate focus on profitable growth and
expense control, as well as operational and customer service excellence,
safety and inclusivity for employees, and sustainability. This balanced
scorecard approach encourages all employees to work toward common
goals that are in the interests of UNS's various stakeholders [emphasis
added]. The outcomes of these efforts all benefit our customers in the long
i n .

3
4

5

6

7
8

9

10

I I
12

13

14

15
16

17

The financial and other metrics for the Company's 2021 Short-Term
Incentive Compensation program were:

10%

18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34 10%"

Efficient Growth - 40%
Net Income - 30%
Cash Flow from Operations - 10%

Valued Customers - 25%
• System Average Interruption Duration Index (SAIDI)
• Performance on JD Power Survey - 10%
• O&M - 2021 Actuals vs. Target - 5%

Thriving Employees - 25%
• Safety Report Responses - 10%
• Total Recordable Incident Rate - 5%
• Diversity, Equity & Inclusion (DEI) - 10%

Social Impact - 10%
• Sustainability -

35

36 Q,

37

What is the total amount of the PEP expenses reported in UDR Internal and External

Reporting ("IER") - 1.016 presumably the 40 percent that the Commission disallowed

in the last rate ease"38

A.39

40

The Company states this amounted to $4,573,003 in overall expenses, and $3,823,356 in

Arizona Jurisdictional expenses.
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Q. What is the amount reported for the test year?

A. Based on the Company's pro-forma adjustment the amount is $10,850,555.

Q, Did RUCO ask the Company to reconcile these two numbers?

A. Yes, in RUCO data request 6.1 .

Please reconcile the differences between the two amounts?Q.

A. Based on the Company's response to RUCO Data Request 6. l , the pre-jurisdictional amount

shown in the UDR of $3,573,003 represents 40 percent of the 3-year average of short-term

incentive compensation expense for the years ended December 31, 2019 ($l0,422,075),

2020 ($l0,690,38l) and Test Year 2021 (Sll,059,723).

$10,724,060 *.40Derived as follows: (l0,422,075+10,690,381+1 l,059,723)/3

$4,289,624 plus payroll tax $32,172,189 = $4,573,003.

Q Did the Company also decrease the test year amount of $10,850,556 by $97,759 to

normalize it to the three-year average of $l0,724,060?

Yes.A.

Q Does PEP benefit both ratepayers and shareholders?

A. Yes. As the Company stated above.

Q. Has the Commission historically recognized this concept?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 A. Yes.

25

26
27

Decision No. 68487 (dated February 23. 2006) - 'To Decision No. 64172,
the Commission adopted SWffs recommendation regarding MIP expenses

_19-



REDACTED Direct Testimony of Jeffrey M. Michlik
Tucson Electric Power Company
Docket No. E~0l 933A-22-0107

based on Staffs claim that two of the./ive performance goals were tied to
return on equity and thus primarily benefited shareholders. We believe that
Staffs recommendation for an equal sharing of the costs associated with
MIP compensation provides an appropriate balance between the bene/its
attained by both shareholders and ratepayers. Although achievement of the
performance goals in the MIP, and the bene/its attendant thereto, cannot be
precisely quantified, there is little doubt that both shareholders and
ratepayers derive some benefit from incentive goals. TherefOre, the costs
of the program should be borne by both groups and we./'ind Stajj"'s equal

H5sharing recommendation to be a reasonable resolution.

Decision No. 70011 (dated November 27, 2007) - "We believe that Staffs
recommendation provides a reasonable balancing o/the interests between
ratepayers and shareholders by requiring each group to bear half the cost
0/the incentive program. As RUCO points out, the program is comprised
of elements that relate to the parent company financial performance and
cost containment goals, matters that primarily bene/it shareholders.H6

Decision No. 70360 (dated May 27. 2008) - "Consistent with our/inding in
the UNS Gas rate case (DecisionNo. 7001 I at26-27), we believe that Sta/j'j"s
recommendation provides a reasonable balancing of the interests between
ratepayers and shareholders by requiring each group to bear half the cost
of the incentive program. /v7

1

2

3
4

5

6

7
8

9

10

l 1
12

13

14

15
16

17

18

19
20

21

22

23
24

25

26

27
28

29

30

31

32
33

34

35
36

37
38

39
40

41

42

Decision No. 70665 (dated December 24, 2008) - "in the last Southwest Gas
rate case, as well as several subsequent cases we disallowed 50 percent of
management incentive compensation on the basis that such programs
provide approximately equal benefits to shareholders and ratepayers
because the performance goals relate to Financial performance and cost
containment goals as well as customer service elements. (Decision No.
68487 at 18.) In that Decision, we stated: In Decision No. 64172, the
Commission adopted Staffs recommendation regarding MIP expenses
based on Staffs claim that two of the./ive per/Ormanee goals were tied to
return on equity and thus primarily benefited shareholders. We believe that
Staff's recommendation for an equal sharing 0/ the costs associated with
MIP compensation provides an appropriate balance between the benefits
attained by both shareholders and ratepayers. Although achievement of the
performance goals in the MIP, and the benefits attendant thereto, cannot be
precisely quantified, there is little doubt that both shareholders and
ratepayers derive some benefiffrom incentive goals. TherefOre, the costs
of the program should be borne by both groups and we.find StaffS equal
sharing recommendation to be a reasonable resolution. (Id.) We believe

5 See page, 18 line 4 of Decision No. 68487.

o Sec page, 27 line 1 of Decision No. 7001 1.

7 See page, 21 line l of Decision No. 70360.
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1

2
the same rationale exists in this case to adopt the position advocated by
Staff and RUCO to disallow 50 percent of the Company's proposed MIP
costs.H8

Decision No. 71914 (dated September 30, 2010) - "We believe that the Staff
ana' RUCO recommendations, to require a 50/50 sharing of incentive,
compensation costs, provide a reasonable balancing of the interests
between ratepayers and shareholders. The equal sharing of such costs
recognizes that the program is comprised of elements that relate to the
parent company's financial petjormanee and cost-containment goals,
matters that primarily benefit shareholders, while at the same time
recognizing that a portion 0/the program 's incentive compensation is based
on meeting customer service goals. This Qttérs the opportunity jbr the
Company's customers to benefit from improvedpeijOrmanee in that area. "9

Decision No.77147 (dated April 16. 2019) - "We also believe that the
interim revenue increases should not be higher than those authorized in the
ROO, as corrected by EPCOR. In addition, at the January 25, 2019, Open
Meeting, the Commission voted 3-to-l to pass an amendment splitting the
incentive pay equally between ratepayers and shareholders. Thus, w e i r d
that the revenue requirements./rom the Districts should reflect a reduction
in the incentive pay expense./rom 90 percent to 50 percent. This reduction
for incentive pay shall also include a reduction from the allocated costs of
incentive pay on the parent level.»»10

Decision No. 77850 (dated December 17. 2020) - "We agree with Staffard
RUCO that incentive compensation based on profitability bone/its
shareholders and not ratepayers. As a result, we ./ind that Staji"s
recommendation to disallow the 40 percent of the MIP related to net income
is appropriate under the circumstances. Accordinglv, we adopt Staffs
proposed aahustment to MIP expense as well as the corresponding
adjustments to tax. ~1 I

Decision No. 78644 (dated July 27. 2022) - "We agree with the Global
Water Utilities that incentive compensation based solely on financial
performance benefits shareholders and not ratepayers. To that end, we./ind
that Staffs recommendation, which the Global Water Utilities accepted, to
remove 100% of PSU compensation as it inures solely to the benefit o f

shareholders, is reasonable and should be adopted.

3
4

5

6

7
8

9

10

l 1
12

13

14

15
16

17

18

19
20

21

22

23
24

25

26

27
28

29

30

31

32
33

34

35
36

37
38

39
40

s See page, 16 line 3 of Decision No. 70665.

9 See page, 28 line 19 of Decision No. 71914.
10 See page, 19 line 23 of Decision No. 77147.

11 See page, 45 line II of Decision No. 77850.
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We are not persuaded that the categorical metrics employed by the
Applicants' incentive compensation plan achieves such u clearly delineated
allocation 0/ benefits between ratepayers and shareholders, however. The
Global Water Utilities only recognize efficient service as a categotjv that
primarily benefits shareholders while they deem ratepayers to be the
primary beneficiaries of strong customer service, safe operations, and
prudent capital investments. We disagree. Shareholders also benefitjrom
high performance in these categories. Excellent customer service avoids
disputes and improves public good will toward the utility, while safe
operations reduce the risk of work injuries and concomitant insurance
costs. Further, prudent capital investments benefit the shareholder by
ushering more plant into rate base on which returns can be earned
[emphasis added/. Just so, ratepayers also benefit from efficient service
because greater efficiency translates into lower operating costs that must
be recovered in utility rates.

Testi ving./Or the Global Water Utilities, Ms. Ellsworth explained the
Applicants' view that for purposes of allocating pezformarice incentive
compensation costs, ratepayers are the primary beneficiary when the
benefit obtained./rom the incentive is good spec/icallyfOr customers. When
asked to clarify the allocation of benefit between shareholders and
ratepayers for each program category, however, Ms. Ellsworth admitted
that shareholders benefit from goos' worker performance in each of the
program categories.

For these reasons, we agree with RUCO's and Staf/Q position that a 50/50
sharing of nonexecutive incentive compensation is reasonable.
Accordingly, we adopt Staffs recommended adjustments to Salary and
Wages expense. »»I2

1

2

3
4

5

6

7
8

9

10

11
12

13

14

15
16

17

18

19
20

21

22

23
24

25

26

27
28

29

30

31

32

Further, in some rate cases performance pay or bonus pay has been completely disallowed

by the Commission.

33

34
35

36

Decision No. 71865 (dated August 31 . 2010) - "We agree with Stafflhaz the
performance pay, or bonus pay, should not be included as part of expenses
included in rates. f/I3

37

38

39

Decision No. 74568 (dated June 20. 2014) - 'We agree with Staff that the
Company/ailed to quanty§1 orjusti) its proposed recovery ofincentivepay,

12 See page, 80 line 20 of Decision No. 78644.

13 See page, 27 line 8 ofDecision No. 71865.
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1

2
and disagree with RUCO that hal/o/the incentive pay request should be
Hz//owed. I1/4

3 (Footnotes From Decisions Cited Omitted).

4

5 Q. What did the Commission conclude in the Company's last rate case, Decision No. 77850

6 (dated December 31, 2020)"

A.7

8

9

10

11

"We agree with Staff, AECC, and RUCO that incentive compensation based on profitability

benefits shareholders - not ratepayers, thus, that portion of the PEP expense should be

eliminated from Payroll Expense. Further, we agree with Staff's conclusion that removal of

40 percent of PEP expense is the appropriate adjustment for this expense. Accordingly, we

find that 40 percent ofTEP's proposed PEP expense should be removed."!5

12

13 Q,

14

Does setting up an "at risk" component that is added to the base salary of employees

also benefit the Company?

15 A .

16

17

18

19

Yes. For example, if it is determined that the market value of an employee is $60,000, the

at-risk portion is $10,000 and base salary is $50,000, and the employee is terminated

halfway through the year the Company would have only paid $25,000 instead of $30,000.

Then obviously, the Company's forecasted market value was overestimated, and this at-risk

component adds a safeguard for the Company.

20

21

22

23

Likewise, the Company controls the amount of the PEP bonus paid. If the employee is

underperforming, little or no bonus may be given. If the employee is over performing a

larger bonus may be given.

24

14 See page, 25 line 14 of Decision No. 74568.

15 See page 85, line l ofDecision No. 77856.
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I
2

3

4

5

6

7

In addition, the at-risk component also provides the Company with financial flexibility in

the event of a cash flow shortage. The Company can pay lower PEP bonuses or depending

on the situation, give no PEP bonus. Any portion of the PEP bonuses not awarded would

flow to the shareholders. As noted in the Company's last rate case, the Company, in its

discretion, may adjust the amount of any Award payable pursuant to the Plan or may, in its

discretion, determine that no Awards will be paid for a Plan Year, commonly referred to

as the funding level. In addition, individual Awards may vary, at the sole discretion of the

Company, based on the individual's performance and other factors.

Q.

8

9

10

11

Has the Company offered any new testimony regarding the short-term incentive plan

that would cause the Commission to depart from its long history of sharing the benefits

of short-term incentive pay or in some cases not authorizing any short-term incentive

pay?

12

13

14 No.A.

15

What is RUCO's recommendation?Q

A. RUCO recommends that short-term incentive compensation expense be reduced by 50

percent or $4,469,854 after application of the ACC jurisdictional ratio, as shown in RUCO

Schedule 18.

Operating Income Adjustment No. 5 - Long-Term Incentive ("L TI ") Compensation Program

16

17

18

19

20

21

22 Q. Has the Company asked for ratepayers to fund 100 percent ofits Long-Term Incentive

compensation yet again?

A. Yes.

23

24

25

26
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I Q. Briefly describe the LTI Compensation Program?

2 A .

3

4

5

6

7

8

9

"The Long-Term Incentive Compensation ("LTI") program is comprised of Performance

Share Units ("PSU") and Restricted Stock Units ("RSU"). The program is designed to: (1 )

place a focus on long-term performance, linking a portion of the compensation of executive

officers to the achievement of multi-year financial results, and (2) serve as a retention tool

for executive talent. These objectives are achieved by a three-year vesting schedule inherent

in each annual LTI award. The PSUs will result in cash compensation to the extent that the

three-year cumulative financial target is achieved. RSUs also pay out in cash and vest over

three years to serve as a retention tool, officers may request RSUs be paid out in Fortis Stock

in lieu of cash."1610

I I

12 Q, What is the amount of LTI expense that the Company is requesting to be recovered by

13 ratepayers in this case?

14 A .

15

The Company in UDR 1.016c indicated a total of $3,164,190 on a company-wide basis and

$2,735,258 on ajurisdictional bias.

16

17 Q, What was the amount recorded in the test year?

18 A . Based on the Company's pro-forma LTI adjustment the test year amount is $3,075,005.

19

20 Q Did RUCO ask the Company to reconcile these two numbers?

21 A. Yes, in RUCO data request 6.2.

22

23 Q. Please explain the differences in the two amounts?

24 A.

25

Based on the Company's response to RUCO Data Request6.2, the pre-jurisdictional amount

shown in the UDR of $3,164,190 represents the 3-year average of long-term incentive

16 See the Direct Testimony of Company Witness Brian F. Brumfield, page 19, line l.
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1

2

compensation expense recorded in FERC 920 for the years ended December 31, 2019

($3,423,953), 2020 ($2,993,611) and the Test Year 2021 ($3,075,005).

3

4 Q, Did the Company also increase the test year amount of $3,075,005 by $89,185 to

normalize it to the three-year average of $3,l64,190?

Yes.A.

5

6

7

Q. Who is eligible for the LTI?

A. According to Company UDR ECB 1.014, Officers of UNS who provide services to TEP are

eligible to participate in the long-tenn incentive program.

8

9

10

11

Q, What concerns does RUCO have with the LTI expense?

A. They are the same concerns RUCO expressed in the last several rate cases filed by TEP.

12

13

14

15 First, the LTI expense is already limited to adequately compensated individuals.

Second, unlike the short-tenn incentive PEP program mentioned above, the compensation

is tied to financial performance, which benefits the Company and its shareholders. There is

nothing tied to benefits like reliability and quality of service for its ratepayers.

16

17

18

19

20

21

22

Third, if the program is successful and generates additional earnings for the Company, the

Company should use its earnings to fund the on-going program, and not ask that the burden

be placed 100 percent on ratepayers.23

24

25

26

Fourth, the LTI compensation of the Company executive is tied to a three-year period related

to the financial statements and to the Company's stock price, this creates an incentive for
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1

2

3

the employee to make business decisions from the perspective of shareholders, and

therefore, there is an alignment of interest between the Company executives and its

shareholders.

4

5

6

Fifth, and perhaps most importantly, ratepayers should not have to pay for several plans

which serve the same purpose - rewarding executive compensation.

7

8

9

10

I I

12

RUCO believes it is not appropriate to ask ratepayers to bear the costs of incentive plans

designed to encourage utility executives to put the financial interest of its shareholders

ahead of its ratepayers. Especially since the financial statements are strengthened by

increases in utility rates and underlying adjustor mechanisms. Higher rates are beneficial

for shareholders while higher rates are detrimental to ratepayers.

13

14

15

16

While cost containment is important to ratepayers, RUCO expects the Company, as part of

the regulatory compact, to act in the best interest of its customers and control costs with or

without an incentive compensation program.

17

18 Q. Does it matter if the LTI plan is reasonably benchmarked with other peers?

19 A .

20

21

No, it does not matter that the Company's financial-based incentives are set at a reasonable

level, if it is determined by the Commission that these costs are not reasonable for

ratemaking purposes, as this Commission has done in the past.

22

23 Q. How has the Commission treated LTI plans in the past?

A. Decision No. 70360 (dated MaV 27. 2007):24

25
26
27
28

"We agree with Stat/"that test year expenses should be reduced to remove
stock-based compensation to officers and employees. As Staff witness
Ralph Smith stated, the expense 0/providing stock options and other stock-
based compensation beyond normal levels of compensation should be borne
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1
2
3
4

by shareholders rather than ratepayers (Ex. S-58, at 34). The
disallowances of stock-based compensation are consistent with the most
recent rate case for Arizona Public Service Company (Decision No.
69663.) ,,/7

Decision No. 77850 (dated December 17. 2020) - "Weird that the RSUP
is exclusively tied to the Company's future financial results and that the
associated costs should therefore be disallowed, as both Staff and RUCO
recommend. To the extent that shareholders wish to compensate SWG
management ./Or its enhanced earnings, they may do so, but it is not
appropriate for the Ufility's ratepayers to provide such incentive ana'
compens 18tion. Accordingly, we adopt the adjustment proposed by Staffard
RUCO..

5

6

7

8
9

10

I I

12
13

14

15 Q . Did the Company request recovery of LTI costs in its last rate case?

A.16 Yes.

17

18 Q What did the Commission decide in Commission Decision No. 77856 (dated December

19 31, 2020) TEP's last rate case.

A.20 The Commission stated:

21

22

23
"Based on the arguments presented, we find that it is reasonable to exclude
LTI program costs from operating expenses."

24

25 Q .

26

Has the Company offered any new testimony in regard to the LTI Compensation Plan,

that would cause the Commission to depart from its long-history of removing all of the

27 LTI pay?

28 A . No.

29

30

17 See page, 22 line 22 of Decision No. 70360.

18 See page, 46 line 20 of Decision No. 77850.
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I What is RUCO's recommendation?Q.

2 A. RUCO recommends the removal of all LTI expense in the amount of $2,735,258, as shown

in RUCO Schedule 19.3

4

5 Operating Income Aajustment No. 6 - Supplemental Executive Retirement Plan ("SERP ") Expense

6 Q. What is a SERP?

7

8

9

10

11

A. The Company defines SERP as "The qualified pension retirement plan, which covers all

TEP employees, is subject to IRS limitations on the amount of compensation that can be

taken into account on the amount of benefits that can be provided. The non-qualdied SERP

provides the retirement bene/its to executive ou'icers that would have beenprovided under

the qualified retirement plan had the limitations not applied. .49

12

13 Q. What is the amount of SERP expense that the Company is requesting be recovered by

14 ratepayers in this case?

15 A.

16

The Company in UDR IER l.0l6c indicated a total of $1,688,728 on a company wide basis

and $1,459,808 on a jurisdictional bias.

17

18 Q. What was the amount reported on the actuary report for TEP?

A.19 $1,990,486.

20

21 Q, Did RUCO ask the Company to reconcile these two numbers?

22 A. Yes, in RUCO data request 6.3 .

23

24 Q Please explain the differences in the two amounts?

A.25 The Company stated in response to RUCO data request 6.3 :

19 See the Direct Testimony of Company witness Brian F. Brumfield, page 13, line 5.
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1
2
3

"The difference between the TEP SERP amount of $1,990,486 per actuary
report and the prejurisdictional amount of $1,688,728 per UDR is due to
allocations to UNS Gas and UNS Electric."

4

5 Q. Does RUCO agree that ratepayers should pay for these costs?

A.6

7

8

9

10

No. RUCO does not consider the cost of supplemental benefits for high-ranking officers

necessary to the provision of electric service. Company officials are already fairly

compensated for their work and are provided with a wide array of benefits including a

medical plan, dental plan, life insurance, long term disability, paid absence time, and a

retirement plan. RUCO believes that any excess or additional perks given to a select group

of employees should be borne by the Company's shareholders, and not ratepayers.

12

13 Q. Has the Commission disallowed SERP in prior rate decisions?

14 A. Yes.

15

16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

Decision No. 68487 (dated February 23, 2006) - "We agree with RUCO 's
position on this issue. Although we rejected RUCO's arguments on this
issue in the Company 's last rate proceeding, we believe that the record in
this case supports co finding that the provision Qfadditional compensation
to Southwest Gas ' highest paid employees to remedy a perceived deficiency
in retirement bone/its relative to the Company 's other employees is not a
reasonable expense that should recovered in rates. Without the SERP, the
Company 's officers still enjoy the same retirement bene/its available to any
other Southwest Gas employee and the attempt to make these executives
"whole " in the sense of allowing a greater percentage ofretirernent benefits
does not meet the test of reasonableness. [fthe Company wishes to provide
additional retirement benefits above the level permitted by IRS regulations
applicable to all other employees it may do so at the expense Qf its
shareholders. However, it is not reasonable to place this additional burden
on ratepayers. ./20

31

32
33
34

Decision No. 69663 (dated June 28. 2007) - "APS has not demonstrated any
reason to treat the SERP expense for its SERP eligible employees any
differently than our determination q/SERP expenses associated with SWG

z0 See page, 19 line 7 of Decision No. 68487.
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1

2
3

employees. Accordingly, we/ind that the SERP expense should not be
recovered from APS ratepayers, and accordingly, will reduce operating
expense in the amount Qf$3,98'1,467. »2]

We trust that in future rate applications, Staff and RUCO will

4

5

6

7

8
9

10

I I

12
13

14

15

16
17

18

19

20
21

22

23

24
25

26

27

28
29

30

31

32
33

34

Decision No. 70011 (dated November 27, 2007) - "We disagree with the
Company's argument that disallowance of the SERP costs effectively allows
the IRS to dictate what compensation costs should be recovered. As was
clearly stated in the passage cited above, the issue is not whether UNS may
provide compensation to select executives in excess of the retirement limits
allowed by the IRS, but whether ratepayers should be .saddled with costs of
executive benefits that exceed the treatment allowed for all other employees.
If the Company chooses to do so, shareholders rather than ratepayers
should be responsible fOr the retirement bene/its afforded only to those
executives. We see no reason to depart from the rationale on this issue in
the most recent Southwest Gas rate ease, and we therefore adopt the
recommendations of Staff and RUCO and disallow the requested SERP
costs.
More disturbing than the Company's advocacy on the relative merits of the
SERP is the statement in its initial brief that "[h]ad UNS Gas been notified
that SERP costs would not be allowed, it could have restructured its
executive compensation package to take that into account. It would not be
.fair to hold UNS Gas to this new, unexpected standard. " (UNS Initial Brief
at 28.) Implicit in the Company's argument is the concept that "ifwedon'f
recover fully what we believe are our reasonable costs in our preferred
manner, we'Il simply shift those costs to another account to disguise the
costs and ultimately ensure recovery. " The approach to rate recovery
seemingly advocated by UNS can serve only to increase the cynicism open
expressed by ratepayers regarding the reasonableness of a given utility
company proposed rates and, if allowed, would at its essence turn the
ratemaking process into a veritable regulatory version of "Three-Card
Monte. "
explore thoroughly the merits of individual expenses sought by UNS, as well
as other companies, to ensure that customers are paying rates that include
only the costs necessary to provide qualigf service.»»22

35

36

37
38

39

40

Decision No. 70665 (dated MaV. 27. 2007) - As the Commission stated in
this long dialogue:
"We disagree with the Company's argument that disallowance Qfthe SERP
costs effectively allows the IRS to dictate what compensation costs should
be recovered. As was clearly stated in the passage cited above, and which

21 See page, 27 line 13 of Decision No. 69663.

22 See Page, 28 line 8 of Decision No. 7001 I .
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1

2
3

4
5

6
7

passage was quoted in the UNS Gas case (Decision No. 700] I, at 28), the
issue is not whether UNSE may provide compensation to select executives
more than the retirement limits allowed by the IRS, but whether ratepayers
should be .saddled with costs Qfexecutive bone/its that exceed the treatment
allowed ./Or all other employees. If the Company chooses to do so,
shareholders rather than ratepayers should be responsible for the
retirement benefits atorded only to those executives. »23

8

9
10
II
12
13

14
15
16
17

18
19
20
21
22
23
24

And again, in Decision No. 70665 (dated December 24. 2008), the
Commission stated, "Southwest Gas also offers a Supplemental Executive
Retirement Plan ("SERP'Q to select executives. The SERP provides
supplemental benefits .for high-ranking employees more than the limits
placed by Internal Revenue Service ("IRS'Q regulations on pension plan
calculations fOr salaries above specified amounts. (Ex. S-I2 at 30-31.) We
explained in the last Southwest Gas ease:
IRS regulations place limits on pension plan ealculafions for salaries
exceeding$165, 000and thus salaries in excess 0/"that level are not included
in the pension calculation. Mr. Mashas stated that the SERP provides
0/yieers with a retirement bone/if equal to 50 percent of the average of the
last three years ' salary if they are at least 60 years old and have at least 20
years of service. In addition, IRS regulations place restrictions on the
Company's 40] (k) contributions to the extent that "maximum contribution
levels represent a significantly smaller percentage of an officers salary
compared to other employees.

[Decision No. 68487 at 18 (citations omitted).]
25
26
27
28
29
30
31
32
33
34
35
36

Company witness Hobbs testified that the MIP, SIP and SERP are "key
components of [the Company's] prudently managed total executive
compensation expense and are vital to the Co/npany's attraction and
retention ofnignly-skil/ea' employees, which ultimately benefits customers. "
(Ex. A-8 8 az 7-8.) She explained that the SERP is an "unqualyied plan, "
and therefore payments are not guaranteed. She also stated that contrary
to the testimony provided by Sta17and RUCO, virtually every other gas and
electric utility 0/#ers such employees a SERP, and the costs. of the SERP
are reasonable. (id.)

37

38
39
40
41

Staff witness Smith and RUCO witness Moore recommend a total
disallowance 0/'SERP expenses. Mr. Smith cites to the prior Southwest Gas
rate case, as well as the subsequent UNS Gas, APS, and UNS Electric cases,
wherein the Commission disallowed SERP costs. Mr. Moore stated that

23 See page, 22 line II of Decision No. 70360.
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SERP costs are not a necessary cost./Or providing service and indicated
that the high-ranking officers covered by the SERP are already /fairly
compensated for their work and are provided a comprehensive array of
bene/its in addition to salaries. (RUCO Ex. 3 at 30.) We agree with Staff
and RUCO that the SERP expenses sought by Southwest Gas should once
again be disallowed, We do not believe any material factual d'"erence
exists in this case that would require a result that differs from the
Company's prior case. 111 that case, we stated:

[W]e believe that the record in this case supports a finding that the
provision of additional compensation to Southwest Gas' highest paid
employees to remedy a perceived de/iciencv in retirement bene/its relative
to the Company's other employees is not a reasonable expense that should
be recovered in rates. Without the SERP, the Company's officers still eiyoy
the same retirement benefits available to any other Southwest Gas employee
and the attempt to make these executives "whole" in the sense of allowing a
greater percentage of retirement benefits does not meet the test of
reasonableness. If /he Company wishes to provide additional retirement
beneffs above one level permitted by IRS regulations applicable to all other
employees, it may do so at the expense fits shareholders. However, it is
not reasonable to place this additional burden on ratepayers.

(Decision No. 68487 at 19.)

In the recent UNS Gas, APS, and UNS Electric cases, we fOllowed the
rationale citedabovein disallowing SERP expenses. In Decision No. 70011,

we indicated that SERP costs should not be recoverable and indicated:

[T]he issue is not whether UNS may provide compensation to select
executives more than the retirement limits allowed by the IRS, but whether
ratepayers should be saddled with costs of executive benefits that exceed
the treatment allowedjOr all other employees. Ifthe Company chooses to
do so, shareholders rather than ratepayers should be responsible fOr the
retirement benefits afforded only to those executives. We see no reason to
depart from the rationale on this issue in the most recent Southwest Gas
rate case, and we therefore adopt the recommendations 0fStaffand RUCO
and disallow the requested SERP costs.

[Id. at 28, 0"oomote omitted).]

1

2
3

4
5

6
7
8
9

10
l 1

12
13

14
15
16
17

18
19
20
21
22
23
24
25
26
27
28
29
30
31

32
33
34
35
36
37

38
39
40
41
42
43
44

For these reasons, we agree with the recommendations ofStaf]"and RUCO
that the request for* inclusion in rates 0f SERP expenses should be denied.
We therefore adopt the recommendations of Staff and RUCO on this
issue. -24

24 See page, 16 line 18 of Decision No. 70665.
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Likewise, in Decision No. 71914 (dated September 30, 2010), the
Commission stated:

1

2
3

4
5

6
7
8
9

"We see no reason to depart from the rationale on this issue in all o/the
recent cases cited above, that ratepayers should not be required tojUnd the
retirement benefits ofafew select executives whose salaries exceed current
IRS limits (currently $240,000). As has been stated in prior cases, the
Company's shareholders may provide these additional retirement benefits
but ratepayers should not be subject to this additional burden.»»25

10

I I

12
13

14

15

16
17

18

19

20
21

22

23

24
25

Decision No. 77850 (dated December 17. 2020) - The Commission stated:
"We agree with Staff and RUCO that the proposed SERP expense is not a
cost necessary to the provision of gas utility service to customers. To the
extent that the Company wishes to provide additional retirement benefits
above the level permitted by IRS regulations applicable to all other
employees, the Company may do so, but at the spense ofits shareholders.
Although the Company claims that other utilities provide SERP .for
competitive compensation, the Company has not shown that other public
utility commissions nzorefrequently than not approve recovery ofSERP. In
this regard, we note that ifSERP compensation in otherjurisdictions is not
included in the revenue requirement, then allowing it in Arizona would have
the same effect as granting an above-market rate of return to SWG.
Accordingly, we .find that it is reasonable and appropriate under the
circun8stanees to disallow the recovery of SERP expense in rates at this
time. " 6

26

27 Q What did the Commission decide in Commission Decision No. 77856 (dated December

28 31, 2020) TEP's last rate case.

29 A.

30

31

"The Commission disallowed SERP in the prior rate case. We agree with Staff that SERP

related to income should be attributable to shareholders. Thus, we find that it is reasonable

to disallow SERP in the amount of $l,170,000."27

32

33

25 See page, 80 line 5 of Decision No. 71914.

26 See page, 42 line 10 of Decision No. 77850.

27 See page, 86 line 14 of Decision No. 77856.
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I Q. Are there any new arguments in this rate case that the Company has set forth"

2 A. No. TEP put forward the same arguments that have been rejected many times by the

Commission in previous rate cases.3

4

What is RUCO's recommendation?Q.

A.

5

6

7

This request is yet another form of additional executive pay whose purpose is to add to the

overly generous executive pay being requested and should be bore by the shareholders, not

the ratepayers. RUCO recommends that $1,459,808 in SERP expenses be removed, as

shown on RUCO Schedule 20.

8

9

10

11 Operating Income Aajustmenf No. 7 - Severance Pay

Q. Has the Company asked for severance pay in this case?12

13 A. Yes, the Company stated in following in UDR ECB - 1.020:

14

15

16
"The Test year includes severance pay Qf $907,395 (al l  O&M), $869,618
was recordea' in FERC Account 920 and $37, 777 in FERC Account 408.I. "

Q. What is a severance pay?

A. Severance pay is defined by Meiiam-Webster as: "an allowance usually based on length 01"

service that is payable to an employee on termination of employment. "

Q. Did Staff, like RUCO, request information about severance pay in the Company's last

rate case?

Yes.A.

17

18

19

20

21

22

23

24

25

26

27
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1 Q . What was the Company response to Staff data request 4.11 in the last rate case?

2 A.

3

4

"The severance was paid in the ordinary course of business. Individual severance

agreements contain confidentiality agreements that would preclude us from providing

positions of such employees and the details of the circumstances resulting in the severance

5

6

7

8

payment without their consent. Although the Company cannot identify each employee

individually or on a position basis, the severance payments are generally made to

employees at the middle management or professional level or higher, and is consistent

with requests made in prior rate cases." [emphasis added]

9

10 Q.

11

12

13

14 A.

15

Did RUCO ask the Company a tallow-up data request in this case regarding a less

invasive question about the severance package(s) and the "general circumstances

surrounding the severance package(s)" which the Company seeks to recover from

ratepayers?

Yes. RUCO in data request 4.07(f) was seeking the general nature of the separation if it was

due to a firing, layoff, resignation, retirement, or other. RUCO asked the following in data:

16

17 f What percentage of severance pay expense was related to each of the following categories :

18 i.

ii.19

Firing

Layoff' s

iii.20

21 iv.

Resignations

Retirements

22

23 Q. What was the Company's response"

24 A.

25

26

"The Company objects to this request as "Firing", "Layoffs", "Resignations" and

"Retirements" are undefined temls and are vague and ambiguous. Without waiver of

objection the Company states as follows:
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I i. Undetermined as the term "Firing" requires a contextual definition.

2 ii, None

iii. None3

4 iv. None"

Q,

5

6

7

Does RUCO believe these terms are straightforward and have other regulated utility

companies in Arizona been able to answer these questions?

A. Yes. For example Southwest Gas was able to answer this data request.

Q.

8

9

10

I I

Does RUCO believe this information is relevant in malting its determination on

whether an adjustment needs to be made?

A.12

13

14

Yes. For example, if the Company offers an early retirement severance package to

encourage employees to retire early and can show it will benefit ratepayers through a cost

benefit analysis in the long run, then RUCO would not make an adjustment.

15

Q What did the Commission decide in regards to severance pay in the Company's last

rate case Decision No. 77856 (dated December 31, 2020)?

16

17

18 A. The Commission stated:

"TEP asserts that it was not able to provide information regarding severance
because of legal restrictions and confidentiality concerns. However, RUCO
is a party to the confidentiality agreement with TEP. The Company could
have provided redacted information to RUCO to support its Severance Pay
Expense, but did not.

19

20
21
22
23
24
25
26
27

Thus, we find that RUCO's recommendation that the Commission reject
TEP's Severance Pay Expense is reasonable and we adopt it."28

28

28 See page, 87 line 6 of Decision No. 77856.
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I Q.

2

Docs RUCO believe ratepayers should pay extra compensation to middle management

or higher-level management when they separate from the Company"

A.3

4

5

6

7

8

9

10

I I

No, this is a cost that should be borne solely by the shareholders. In addition, if the Company

will not answer simple straight forward, unambiguous questions which ask simply for the

Company to provide support for their request, ratepayers should not have to reimburse the

Company for the expense. The Company enters into severance package agreements and is

responsible for the terms - if the Company enters agreements knowing that the agreements

will prevent disclosure of details necessary to support its requests to recover the cost from

ratepayers, the Company should not request recovery and the Commission should not award

unsupported recompense from ratepayers. The Commission, not the Company, determines

what is recoverable from ratepayers and the Company, not RUCO or Staff, has the burden

of supporting its requests.12

13

14 Q. Are there any new arguments in this rate case that the Company has set forth"

15 A. No. The Company made the same or similar arguments that were recently rejected by the

Commission in the Company's last rate case.

What is RUCO's recommendation?Q.

A. RUCO recommends the removal of $907,395 in severance pay, as shown in RUCO

Schedule 21.

16

17

18

19

20

21

22 Operating Income Aajustment No. 8 - Industry and Membership Dues

Q. Has the Company asked for ratepayers to pay for industry and membership dues in

this rate case"

Yes.A.

23

24

25

26
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I Q. Please briefly describe some of the industry groups that the Company subscribes to.

2 A. The Company pays membership dues to the following organizations :

3

4

5

6

7

8

9

Baker Botts LLP - Baker Botts LLP is made up of environmental coalitions that equip their

members with effective tools in advocacy, as well as avenues to track new legislation,

regulatory initiatives and litigation trends. The class of 85 is an ad hoc coalition of electric

generating companies located throughout the United States that focuses on air and climate

issues affecting the industry. CCIG focuses primarily on water, wildlife and waste issues

affecting the power sector. CCIG members are located throughout the country and own and

10 dues for Baker Botts LLP

II

operate a diverse portfolio on generating assets. TEP's total

during the test year (ending December 31, 2021) were $73,350.

12

13

14

15

16

17

18

19

Western Energy Supply and Transmission ("WEST") Associates - WEST Associates is a

coalition of 10 cooperatives, public power and investor-owned electric utilities serving over

12 million customers in II Western states. WEST Associates advocates on behalf of the

member utilities to ensure that uniquely western issues impacting member companies and

their operations are recognized in federal, state and local regulatory proceedings. TEP's

total dues for WEST Associates during the test year (ending December 31, 2021) were

$27,246.

20

21

22

23

24

Edison Electric Institute ("EEl") - EEl is an association of U.S. shareholder-owned electric

companies. Organized in 1933, EEl works closely with all ofits members, representing their

interests and advocating equitable policies in legislative and regulatory arenas. Total dues

for EEl during the test year (ending December 31, 2021) were $636,169.

25
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I

2

3

4

Utility Solid Waste Activities Group ("USWAG") - Total dues paid to EEl for USWAG

during the test year (ending December 31, 2021) were $34,428. The USWAG membership

costs are charged as follows: 90% to TEP and_l0% to UNS Electric Inc. TEP's portion of

total dues during the test year (ending December 3 l , 2021) were $30,985.

5

6

7

8

9

10

II

12

13

14

15

Electric Power Research Institute ("EPR1") - The Electric Power Research Institute, Inc.

conducts research, development and demonstration (RD&D) relating to the generation,

delivery and use of electricity for the benefit of the public. An independent, nonprofit

organization that brings together scientists and engineers as well as experts from academia

and the industry to help address challenges in the electric industry. EPRI's work spans

nearly every area of electricity generation, delivery and use, management and

environmental responsibility. EPRI provides both short- and long-term solutions in these

research areas for the electricity industry, its customers and society. TEP's total dues for

EPRI during the test year (ending December 31, 2021) were $678,547. No portion of the

dues relates to lobbying activities.

Q, Whose interest do these groups represent?

A. These groups represent the interest of electric generators such as UNS and TEP, donations

and membership is purely voluntary, many of which are political in nature, and may not be

necessary for the provision of utility services.

16

17

18

19

20

21

22 Q. Has the Company already removed lobbying expenses from these industry

organizations?

A. Yes, as they are easily identified and cannot be deducted for tax purposes. In addition, those

organizations must identify any lobbying activities.

23

24

25

26
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1 Q . What is the amount of lobbying expense the Company has removed?

2 A. $109,113.

3

4 Q, What has the Commission decided in prior rate cases?

A. The Commission reduced EEl dues by 49.93 percent in Decision Nos. 71914 and 70860.5

6

7 Q. How was this percentage determined in those Decisions?

A.8

9

The percentage was determined using the following NARUC Operating Expense

Categories: 29

Percentage of Dues
20.38%
16.49%

10

11

12

13
14

15

16

17

1.67%
3.68%
7.71%

49.93%

NARUC Operating Expense Categories
Legislative Advocacy
Regulatory Advocacy
Adveltising
Marketing
Public Relations
Total Expenses

Q. Has RUCO updated this information from EEl?

A. Unfortunately, RUCO cannot. After 2006, the EEl stopped providing this information.

Q. So, in other words, the letter the Company received from EEl only addresses one

expense category - Lobbying activity?

A. Yes. The letter provides no information on the other eight expense categories. It only makes

sense that most of these costs have been shifted elsewhere, but RUCO does not know where

because EEl does not supply an expense report anymore that has these details.

18

19

20

21

22

23

24

25

26

27

29 Based on the Edison Electric Institute Schedule of Expenses by NARUC Category For Core Dues Activities for
the Year Ended December 3 l , 2005.

_41-



REDACTED Direct Testimony of Jeffrey M. Michlik
Tucson Electric Power Company
Docket No. E~0l933A-22-0 107

I What did the Commission decide in Commission Decision No. 77856 (dated DecemberQ.

2 31, 2020) TEP's last rate case.

A.3

4

5

6

7

"We agree with RUCO that these memberships serve the interests of electric generators and

should be partially disallowed. While the disallowances by Staff and RUCO do not perfect ly

align, the $502.000 downward adjustment made by TEP exceeds the proposed disallowance

by either Staff or RUCO. Accordingly, we find that TEP's proposed adjusted Membership

Dues Expense is reasonable and we adopt it."30

8

9 Q. Would RUC() like to provide any additional information in this rate case regarding

10 Industry Dues?

I I A .

12

Yes, more recently in Commission Decision No. 78317 (dated November 9, 2021) the

Commission stated:

13

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

"APS has removed./rom its request significant portions of association dues
that are attributable to legislative and regulatory advocacy, spec/icallyfor
EEZ. We have previously disallowed portions 0/EE/ dues attributable to
legislative and regulatorjv advocacy, advertising, marketing, and public
relations. (Decision No. 7]914 of 25, Decision No. 70360 at 26.) We do not
believe that APS has removed from its requested association dues expense
all advocacy-related expenses 0'or example, AriSEIA engages in advocacy
activities). However, by removing the EE! dues attributable to advocacy
efforts, APS has acted in keeping with our prior decisions on this issue. APS
has relied upon various associations in the past to remain current
concerning developments in the energy industry and to support and obtain
access to current research and other information that it otherwise may not
be able to readily obtain, and such knowledge gained also benefits APS's
shareholder. Therefore, consistent with RUCO's position, we conclude
that it is just and reasonable to allow recovery of only 50% of the $3.582
million (i.e., $I. 791 million) in association dues requested. »»31

30

31

30 See page, 79 line l ofDecision No. 77856.

31 See page, 196 line 18 of Decision No. 78317.
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What is RUCO's recommendation?Q.

A. RUCO recommends a disallowance of 50 percent of Industry dues, in the amount of

$607,375, as shown in RUCO Schedule 22.

RUCO's recommendation is the same as in the last rate case, that in the future it is

incumbent on the Company to provide all the expense categories to support its EEl dues

categories. Further, the Commission should send a strong message to the Company that all

EEl dues may be disallowed in the future if this information is not provided.

Operating Income Acgustmenl No. 9 - Other Membership Dues

Q. Has the Company asked Ratepayers to pay for other Membership Dues?

A. Yes.

Q. Has RUCO reviewed the Company's request?

Yes.A.

What is RUCO's recommendation?Q,

A. [BEGIN CONFIDENTIAL]

[END CONFIDENTIAL]

$ -

l

2

3

4

5

6

7

8

9

10

I I

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26
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I RUCO recommends a disallowance of 100 percent of these dues or $96,986, as shown in

2 RUCO Schedule 23.

3

4 Operating Income Aajustment No. I0 - Depreciation Expense

5 Q. Is another RUCO witness covering rate case expense?

6

7

A. Yes. RUCO witness Ms. Crystal Brown will be providing testimony on RUCO's

recommended depreciation expense, as shown in RUCO Schedule 24.

8

9 Operating Income Aajustment No. 1 I - Rate Case Expense

10 Q. Is another RUCO witness covering rate case expense"

11

12

A. Yes. RUCO witness Mr. Bentley Erdwurm will be providing testimony on RUCO's

recommended rate case expense, as shown in RUCO Schedule 25.

13

14 Operating Income Acnustmenl No. 12 - Interest Synchronization

15 Q. Please explain interest synchronization.

16

17

18

19

20

A. An interest synchronization adj vestment is performed to ensure that the revenue requirement

reflects the tax savings generated by the interest component of the revenue requirement. The

interest synchronization expense is calculated by multiplying the rate base by the weighted

average cost of debt. The combined state and federal income tax rates are then applied to

the resulting interest deduction difference to determine the income tax expense adjustment.

21

22 Q. Has RUCO made an adjustment for interest synchronization?

23 A.

24

25

Yes. Since the Company's rate base differs from RUCO's recommended rate base, an

adjustment was required. RUCO's adjustment increases interest synchronization by

$515,731, as shown in RUCO Schedule 26.

26
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Q . Has RUCO adjusted income taxes, as a result of its adjustments, mentioned above"

Q . Does your silence on any issue in this rate filing preclude you from addressing these

issues in future testimony"

No, it  does not.

Does this conclude your direct testimony?

Yes.

l Operating Income Aajustment No. 13 - Income Tax Expense

2

3 A. Yes. RUCO applied the statutory state and federal income tax rates to RUCO's taxable

4 income. As a result, RUCO has increased income tax expenses for the adjusted test year by

5 $12,102,232 as shown in RUCO Schedule 27.

6

7

8

9 A.

10

l l Q.

12 A.
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TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
UNIFORM DATA REQUESTS - 2022 TUCSON ELECTRIC POWER RATE CASE

DOCKET no. E-01933A-22-0107
June 24, 2022

UDR ECB-1.013

Incentive Programs. List and describe all retirement and incentive programs available to Company
officers and employees. Provide a complete copy of each incentive compensation program and all
related materials. Identify the goals and targets in each year 2019-2021, and all evaluations of
whether such goals were exceeded. State the cost by program, of each retirement program directly
charged or allocated.

RESPONSE:

THE FILES LISTED BELOW CONTAIN CONFIDENTIAL INFORMATION AND ARE
BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE
AGREEMENT.

Incentives:

All TEP non-union employees participate in UNS's short-term incentive program ("PEP"), which
is tied to annual compensation.

The PEP performance targets and weighting are based on factors that are essential for the long-
term success of the Company and are identical to the performance objectives used in its
performance plan for other non-union employees. In 2021, the objectives were (i) Efficient
Growth; (ii) Valued Customers; (iii) Thriving Employees; and (iv) Social Impact, which include
both quantitative and qualitative measures. The Compensation Committee of the Board of
Directors selected the goals and individual weightings for the 2021 PEP to ensure an appropriate
focus on profitable growth and expense control, as well as operational and customer service
excellence, safety and inclusivity for employees, and sustainability. This balanced scorecard
approach encourages all employees to work toward common goals that are in the interests of
UNS's various stakeholders. The outcomes of these efforts all benefit our customers in the long
lun.

The financial and other metrics for the Company's 2021 Short-Term Incentive Compensation
program were:

.
.

•

.
.
•
•

Efficient Growth - 40%
Net Income - 30%

• Cash Flow from Operations - 10%
Valued Customers - 25%
• System Average Interruption Duration Index (SAIDI) - 10%

Performance on JD Power Survey - 10%
• O&M - 2021 Actuals vs. Target - 5%
Thriving Employees - 25%

Safety Report Responses - 10%
Total Recordable Incident Rate - 5%
Diversity, Equity & Inclusion (DEI) - 10%

Social Impact - 10%
Sustainability - 10%

In developing the PEP performance targets, Company management compiles relevant data such as
Company historic performance and industry benchmarks and makes recommendations to the

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")
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Compensation Committee for a particular year, but the Compensation Committee ultimately
determines the performance objectives that are adopted.

The scores from each goal are totaled and then multiplied by the targeted bonus of each employee
to determine the total available dollars to be paid out. Targeted bonus percentages, as a percent of
base salary, range from 9% - 12% for unclassified employees, and 20-25% for senior management
level employees. Bonus percentages, as a percent of base salary, are used in the calculation of total
available dollars, and actual awards may vary at management's discretion based on individual
employee contribution. If a payout is achieved, employee PEP bonuses will be distributed near the
end of the first quarter the following year. Please see the files listed below for the goals for each
year and evaluations of yearly performance.

File Name Bates Numbers
I

I

I

UDR ECB-1.013 2019 PEP Goals-Confidential. df
UDR ECB-1.013 2020 PEP Goals-Confidential. df
UDR EcB-1.013 2021 PEP Goals-Confidential. df

TEP\002270-002271
TEP\002272-002273
TEP\002274-002275

Retirement Programs:

TEP employees are eligible to participate in one of the pension plans for employees of TEP. Please
see the file listed below for the summary plan description.

Bates Numbers

TEP\002276-002303

File Name
UDR ECB- 1 .013 TEP_Hour1y_Plan_SPD-
CONFIDENTIAL. of
UDR ECB- 1 .013 TEP_Salary_Plan_SPD-
CONFIDENTIAL. df TEP\002304-002331

Additionally, TEP employees are eligible to participate in the TEP 401(k) Plan as described below:

401 k Plan

All employees participate in the TEP's 401(k) Plan, which takes advantage of Section 401(k) of
the Internal Revenue Code and permits employees to voluntarily save from 1/2% to 25% of their
pay, before any deduction for state or federal income taxes. The Company matches dollar on
dollar, up to 4.5% of pay saved in the 401(k) Plan for TEP employees.

Employees' savings and Company matching contributions are invested in one or any combination
of a selection of professionally managed investment funds at the direction of the employee.
Employees are eligible to join the 401 (k) Plan upon their date of employment. Company matching
contributions are fully and immediately vested. Please see the file listed below for the summary

plan description.

Bates NumbersFile Name
I TEP\002236-002269UDR ECB-1.013 401K_SPD-CONFIDENTIAL. of

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" Ol the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")
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Retirement program expense directly charged or allocated to TEP during each year was as follows:

202120202019

$1 ,5 l 7,589

2,729,319

3,751,859

54,675

19,072

$1 ,688,728

-910,855

4,158,738

55,715

18,3 12

$1 ,220,988

6,285,584

3,673,268

44,387

l9,653

TEP SERP Petr (FERC 0926)

TEP Union and Salaried Pension Plans (FERC 0926)

TEP 401 K Plan (FERC 0926)

UNS Electric Pensio1V40 l K (FERC 0926)

UNS Gas Pension/401 K (FERC 0926)

Defensed Compensation Plan (FERC 0920)

Total

(456,535)

$7,615,979

(482,565)

$10,761 ,315

(578,305)

$4,432,333

RESPONDENT:

Kris Page-Iverson/Mark Stankevitz

WITNESS:

Brian Brumfield

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Colnpany")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")
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UDR ECB-1.014

Payroll, Incentive Programs.

a.

b. Identify the

Please describe bonus programs or incentive award programs in effect at the Company for
the most recent three years .

Identify incentive and bonus program expense incured in 2019-2021 .
accounts charged.

c. Identify all incentive and bonus program expense charged or allocated to the Company
from affiliates in 2019-2021.

a.

RESPCNSE:

THE FILE LISTED BELOW CONTAINS CONFIDENTIAL INFORMATION AND
IS BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE
AGREEMENT.

Please see TEP's response to UDR ECB-1.013 for the description of the short term
incentive program available to TEP's non-union employees related to their annual
compensation. Union employees are not eligible for the short term incentive program -
their annual compensation is not based in part on performance incentives as is the case with
non-Union employees.

Long-term Incentive Program:

TEP states that the officers of UNS who provide services to TEP are eligible to participate
in a long-term incentive program. For a description of the program, please see:

UDR ECB 1.014 2019 LTI Program Term Sheet_Confidential.pdf, Bates Nos.
TEP\002332-002335

Bates Nos.UDR ECB 1.014_2020 LTI Program Term Sheet_Confidential.pdf,
TEP\002336-002339

Bates Nos.1.014 2021 LTI Program Term Sheet_Confidential.pdf,UDR ECB _
TEP\002340-002343

b.-c. Please see UDR ECB-1.014 TEP Incentive Comp and Bonus Summary Info
Confidential.xls for both short-term and long-term incentive program expense directly
charged or allocated to TEP in 2019 through 2021 and the corresponding accounts charged.
The Excel file is identified by Bates number.

RESPONDENT:

Gabrielle Camacho (a) and Mark Stankevitz (b and c)

WITNESS:

Brian Brumfield

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")
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UDR IER-1.016

a.
Accounting Adjustments.

Please identify any aspects of the Company's accounting adjustments and revenue
requirement claim that represent a conscious deviation from the principles and policies
established in prior Commission Orders.

b. Identify each area of deviation, and for each deviation explain the Company's perception
of the principle established in the prior Commission Orders, and the dollar impact resulting
from such deviation.

c. Show which accounts are affected and the dollar impact on each account for each such
deviation.

RESPONSE:

a-b. Listed below are the Company's accounting adjustments and revenue requirement claim
that represent a conscious deviation from rulings with respect to TEP in prior Commission
Orders:

1) Pension Adjustment - The Pension Adjustment was prepared and calculated in the
same manner as approved by the Commission in the last TEP rate case with the
exception of including the current cost of the Supplemental Executive Retirement
Plan ('SERP") for the Company's executives. Although the Colnpany's request for
recovery of SERP cost in the last rate case was disallowed, SERP costs should be
included in the revenue requirement as supported in the direct testimony of Mr.
Brumfield.

2) Short-Term Incentive Compensation - The Company's short-term incentive
compensation plan is called the Performance Enhancement Plan ("PEP"). In the
prior rate case, the Commission granted recovery of 60% of PEP, however, the
Company believes it is appropriate to recover 100% of PEP, as supported in the
direct testimony of Mr. Brian Brumfield.

3) Long-Term Incentive Compensation - The current rate case includes a Long-Term
Incentive Compensation (LTI) adjustment to produce a pro forma Test Year
expense level reflecting the average level of LTI expense. In the prior rate case,
TEP did not receive recovery of this cost, but the Company believes it is appropriate
to recover LTI, as supported in the direct testimony of Mr. Brumfield.

C. Please see UDR IER-l.016c Worksheet.xlsx. The Excel file is identified by Bates
numbers.

RESPONDENT:

Rigo Ramirez

WITNESS:
Jason Rademacher

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" Ol the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



Tucson Electric Power Company

UDR 1.016c

Test Year Ended 2021

ACC

Jurisdictional
FERC

Acct

ACC

%

Tota I

Com pa ny

0926 s 86.44% s1,688,728 1,459,808Pension Adjustment (SERP)

sShort-Term Incentive Compensation (PEP) 0408

0500

0506

0514

0566

0570

0588

0598

0903

0920

283,380
66,666

708,896
298,763
279,626
40,906

337,309
56,967

179,261
2,321,229
4,573,003S

86.44% S
90.22%

90.22%

90.22%

9.09%

9.09%

100.00%

100.00%

100.00%

86.44%

S

244,953
60,146

639,566
269,544
25,421
3,719

337,309
56,967

179,261
2,006,470
3,823,356

0920 S 86.44% $ 2,735,2583,164,190LongTerm Incentive Compensation

S s9,425,922 8,018,422Total Impact

C:\Users\82999\AppData\Local\Temp\Temp1_Huddleattachments1stset.zip\UDR IER1.016c Worksheet.xlsxSheet1



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
UNIFORM DATA REQUESTS - 2022 TUCSON ELECTRIC POWER RATE CASE

DOCKET no. E-01933A-22-0107
June 24, 2022

UDR ECB-1.020

Severance Pay Expenses. State whether the test year ending December 31, 2021 includes any
amounts for severance pay, If yes, provide the amount included in the adjusted test year and
identify the account charged.

RESPONSE:

The test year includes severance pay of $907,395 (all O&M), $869,618 was recorded in FERC
Account 920 and $37,777 in FERC Account 408.1.

RESPONDENT:

Paige Bennetts

WITNESS:

Brian Brumfield

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" Ol the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's l 5[ SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET NO. E-01933A-22-0107

August 29, 2022
RUCO 1.46

Please answer the following questions as they relate to Board ofBoard of Directors Fees
Directors Fees :

a.
b.

c.

d.

The names of the board of directors.
The amount broken down by base salary, stock compensation, or other
compensation.
The amount the Company is seeking recovery of from ratepayers on both a
Company-wide basis and on an Arizona jurisdictional basis.
The FERC account number(s) that the Company records the board compensation
in.

If any of the Board of Directors are also NEOs, and if they are receiving compensation both as
NEOs and Board Members.

RESPONSE:

a. The names of the UNS Energy Board of Directors as of December 31, 2021 are
listed below:

lam ma!ta.-.ml
Duke
Elliott
Francesconi
Grey
Kef al
Lovallo
Perl
Peru
Pivirotto I_

I

Nora
Robert
Louise
Susan
Pamela
Lisa
Jocel n
Ramiro
Gre O
James
Joa uinRuiz

b.

c.

d.

Compensation to the Board of Directors (for all directors combined) is comprised
of flat retainers of which $824,009 was charged to TEP during the test year.
TEP seeks to recover $712,273 of the amount listed in part b from ACC
jurisdictional retail ratepayers in Arizona.
Board of Directors compensation is charged to FERC account 930.2.
Members of the Board of Directors who are also executive officers do not receive
any incremental compensation related to their membership on the Board of
Directors.

RESPONDENT:

Georgia Hale

WITNESS:

Brian Brumfield

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUC()'s 4th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 14 , 2022

RUCO 4.02

Please answer the following questions as they relate to

b.

c.

d.

e.

Director and Insurance Expense (D&Ol -
D&O expenses:

a. The total amount of D&O expense incurred by Fortis the parent company in the
test-year.
The total amount allocated to Arizona and the amount allocated to TEP in the test-
year.
If Fortis did not allocate D&O expenses in a. The amount of savings that ratepayers
in Arizona received (e.g., 80 percent of D&O expenses that were not allocated to
Arizona from Fortis).
The amount of D&O expense TEP would have to incurred in the test-year on a
standalone basis.
Provide the D&O expense on a calendar year basis for the last 10 years, that was
allocated to TEP.

RESPONSE:

THE FILES LISTED BELOW CONTAIN CONFIDENTIAL INFORMATION AND ARE
BEING PRDVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE
AGREEMENT.

a. The Company objects to this request as irrelevant. D&O expense incurred by Fortis
for its directors and officers is charged to TEP through the Fortis management fee.
TEP is not seeking recovery of Fortis management fees in this rate case.

b. The Company objects to this request as irrelevant. D&O expense incurred by Fortis
for its directors and officers is charged to TEP through the Fortis management fee.
TEP is not seeking recovery of Fortis management fees in this rate case.

c. The Company objects to this request as irrelevant. D&O expense incurred by Fortis
for its directors and officers is charged to TEP through the Fortis management fee.
TEP is not seeking recovery of Fortis management fees in this rate case.

d. Bates numbers

TEP\013932-013933

File Name

RUCO 4.02 ConfidentiaLpdf`

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Comlnission")
Tucson Electric Power Company ("TEP" or the "Colnpany")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's 4th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET NO. E-01933A-22-0107

November 14 , 2022

e. Bates numbers

TEP\013932-013933

File Name

RUCO 4.02 Confidential.pdf

RESPONDENT:

Mark Stankevitz/Georgia Hale

WITNESS:

Jason Rademacher

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUC()'s 4th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 14 , 2022

RUCO 4.06

Board of Directors Fees - This is a follow-up to RUCO data request 1.46, please answer the
following questions as they relate to Board of Directors Fees. Provide the number of shares each
board member owns in Fortis Inc.

RESPONSE:

The Company objects to the question as irrelevant. However, without waiver of objection, to the
Company's knowledge current UNS Energy Corporation Directors James Reid, Jocelyn Perry and
Gary Smith own Fortis stock, the amounts of which are reported and available in Fortis' publicly
filed reports. UNS Director Susan Gray also owns Fortis stock the specific number of which is not
publicly available. The Company does not have information on whether the remaining directors
own Fortis stock since ownership is not required nor a component of their compensation.

RESPONDENT:

Legal Services

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Comlnission")
Tucson Electric Power Company ("TEP" or the "Colnpany")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUC()'s 4th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 14 , 2022

RUCO 4.07

Severance Pay - This is a follow-up to UDR ECB 1.020, please answer the following. questions
as they relate to severance pay.

a. Are union employees and employees of the Company's wholly owned subsidiaries
eligible for severance pay, or any other employee who does not work directly for
the Company" If so, please list the number of employees who do not work directly
for the Company that have received severance pay and the amount paid-out by
annualized test year for the prior five years"

b. Provide the total severance pay amounts paid-out by annualized test year for the
prior five years for employees who work directly for the Company. In addition,
please include the amount on a Company-wide basis and the amount that has been
allocated to Arizona.

c.

d.

Is recovery of severance pay requested in all the Company's rate cases? If not,
please explain?

Please provide the categories that would be included in the individual's severance
pay package (i.e., stock options, medical benefits, etc.).

e. Is any severance pay expense based on Company financials or other performance
measures? If so, please explain.

f. What percentage of severance pay expense was related to each of the following
categories:

g.

i. Firing

ii. Layoff' s

iii. Resignations

iv. Retirements

Provide a blank copy of the Company's severance pay contact.

RESPONSE:

THE FILES LISTED BELOW CONTAIN CONFIDENTIAL INFORMATION AND ARE
BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE
AGREEMENT.

a. Unclassified employees are eligible for severance pay pursuant to the Company's
severance plan so long as certain conditions set forth in the plan are met. The terms
and conditions applicable to classified employment are set forth in the applicable
Collective Bargaining Agreements and subject to negotiation. The Company has
no wholly owned subsidiaries with employees.

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Comlnission")
Tucson Electric Power Company ("TEP" or the "Colnpany")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUC()'s 4th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 14 , 2022

Com an -wideYearb. ACC Jurisdictional
Allocation

2020

2019

2018

2017

2016

$507,525

$147,564

$455,547

$1,167,924

$447,380

$580,828

$157,313

$549,903

$1,350,200

$512,764

Yes.c.

d. Per the severance plan, severance agreements may include wages and a subsidy for
COBRA health insurance coverage.

No.e.

f. The Company objects to these this request as "Firing", "Layoff" s", "Resignations"
and "Retirements" are undefined terns and are vague and ambiguous. Without
waiver of objection the Company states as follows:

i. Undetermined as the term "Firing" requires a contextual definition.

ii. None

iii. None

iv. None

g. The Company objects to this request as the Company's severance pay contracts are
irrelevant, not uniform and are individually negotiated. Without waiver of
objection, please see:

Bates Numbers

TEP\014099-014l 19

TEP\014062-014067

TEP\014068-014070

TEP\014085-014098

File Name

RUCO 4.07-UNS Severance Pay Plan-Confidential.pdf

RUCO 4.07-First Amendment to the Severance Pay Plan
(2012)-Confidential

RUCO 4.07-Second Amendment to the Severance Pay Plan
(2013)-Confidential

RUCO 4.07-SPD - UNS Energy Corporation Severance
Pay Plan (Officers) (2013)-Confidential.pdf

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Comlnission")
Tucson Electric Power Company ("TEP" or the "Colnpany")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's 4th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET NO. E-01933A-22-0107

November 14 , 2022

File Name Bates Numbers

TEP\01407l-014084RUCO 4.07-SPD - UNS Energy Corporation Severance
Pay Plan (Employees) (2013)-Confidential.pdf

RESPONDENT:

Anna Ritchie

WITNESS:

Jason Rademacher

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's 6th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 25, 2022

RUCO 6.01

Short-Tenn Incentive Pay - Please reconcile the amounts given in the Company's Income - Short-
Term Incentive excel worksheet (Pro-forma adjustment) to the amounts provided in Company
Uniform Data Request ("UDR") l.0l6c by FERC account number. For example, under the
Performance Enhancement Plan ("PEP"), Company UDR I.016c shows the total amount of PEP
in FERC account 0500 on a company-wide basis to be $66,666 and on a jurisdictional basis to be
$60,146, but on the Company's excel pro-forma adjustment the amount for the test-year PEP is
$222,960. If possible, start with the amounts from UDR 1.0160 and reconcile to the amounts in
the Company's pro-forma excel sheet. (See Attachment)

RESPONSE:

Please see RUCO 6.01 Short-Tenm Incentive Compensation Reconciliation.xlsm for the short-
term incentive compensation reconciliation.

The Excel file is not identified by bates numbers.

RESPONDENT:

Mark Stankevitz

WITNESS:

Jason Rademacher

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's 6th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 25, 2022

RUCO 6.02

Long-Term Incentive Pav - Please reconcile the amount given in the Company's Income - Long-
Term Incentive excel worksheet (Pro-forma adjustment) to the amount provided in Company UDR
1.016c by FERC account number. For example, UDR 1.016c shows Long-Term Incentive
Compensation on a company-wide basis to be $3,164,190 and on a jurisdictional basis to be
$2,735,258, but on the Company's excel pro-forma adjustment the amount for the test-year Long-
Term Incentive is $3,075,005. (See Attachment)

RESPONSE:

The pre-jurisdictional amount shown in the UDR of $3, 164, 190 represents the 3-year average of
long-teim incentive compensation expense recorded in FERC 920 for the years ended December
31, 2019 ($3,423,953), 2020 ($2,993,611) and Test Year 2021 (3,()75,005).

RESPONDENT:

Mark Stankevitz

WITNESS:

Jason Rademacher

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's 6th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 25, 2022

RUCO 6.03

Supplemental Executive Retirement Plant ("SERP") - Please reconcile the SERP amount given in
Company UDR l.0l6c to the amount provided in the Company's Income - Pension excel
worksheet (Pro-forma Adjustment), tab 4 Fortis Actuary Report. (See Attachment)

RESPONSE:

The difference between the TEP SERP amount of $1,990,486 per actuary report and the pre-
jurisdictional amount of $1 ,688,728 per UDR is due to allocations to UNS Gas and UNS
Electric.

RESPONDENT:

Mark Stankevitz

WITNESS:

Jason Rademacher

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's 6th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 25, 2022

RUCO 6.04

b.

Short-Tenn Incentive Pav Pro-Forma Excel worksheet - Please answer the following questions as
they relate to the Company's Pro-forma Excel worksheet:

a. Does the test year amount include the 2021 bonuses? For example, FERC account
506 does this account include only the amount paid for PEP of $l,602, 127 or does
it also include the 2021 wage increase of 2.53 percent and the 2022 wage increase
of 3.47 percent?
Please explain the 2018 and 2019 title-ups on excel tab 2 Stl Pivot Tbl.

RESPONSE:

a. Yes, the test year amount includes the 2021 bonuses with the 2021 wage increase built
in, it does not include the 2022 wage increase.

b. Each year TEP records estimated short-term incentive compensation expense for the
current year that is trued-up to actual in the following year upon payout. Thus. the 2018
true-up represents the true-up of 2018 estimated short-term incentive compensation
expense to actual in 2019 and the 2019 true-up represents the true-up of 2019 estimated
short-term incentive compensation expense to actual in 2020.

RESPONDENT:

Mark Stankevitz

WITNESS:

Jason Rademacher

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's 6th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 25, 2022

RUCO 6.05

Incentive/Pension Plans (PEP. Long-Term. SERP) - Does the Company benchmark against other
Utilities Companies? If so, please provide those benchmarking surveys/studies (e.g., Salary studies
conducted by Kom Feiry).

RESPONSE:

A competitive assessment of incentive compensation programs relative to market practice was
conducted in 2021. The review found that overall incentive program design is within the range of
peer and broad market practice and aligns with many aspects of compensation "best practice."

Due to the confidential and high employee sensitivity of the incentive compensation study, it will
not be forwarded to the parties. However, the Company is willing to make the study available for
RUCO to review at TEP's corporate headquarters in Tucson or at its law finn in Phoenix under
the terms of the Protective Agreement in this matter. Please let TEP know if you would like to
setup an appointment to review the study in Tucson or Phoenix. At such time, a TEP Human
Resources Department representative will be available to meet with RUCO's representative to
explain the study or to answer specific questions about the study.

RESPONDENT:

Kris Page-Iverson

WITNESS:

Jason Rademacher

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Conlpany")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's 6th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 25, 2022

RUCO 6.06

a.

TEP - Auto Pav - Please answer the following questions as they relate to TEP - Auto Pay:

For customers who elect to pay their bills through TEP - Auto Pay how much does
this cost the customer?

b. For customers who elect to pay their bills through TEP - Auto Pay how much does
it cost the Company?

c. Does the Company charge the customer a monthly fee or transaction fee for using
TEP - Auto Pay?

d. As a general proposition does TEP - Auto Pay assist the Company by assuring the
collection of customers' bills in a timely and efficient manner without late fees? If
No, please explain.

e. How much did the TEP - Auto Pay save TEP in the test-year and five prior years,
as opposed to the standard mailing in of customer checks and processing them?

RESPONSE:

a. Auto Pay is a free payment option that allows a customer to have their bill
automatically paid by/deducted from the customer's checking or savings account.

b. The Company pays a $0.04 bank fee per Auto Pay transaction, any applicable
account validation fees, monthly minimum charges, web and system maintenance,
and depreciation or amortization of assets.

The Company does not charge the customer any monthly or transaction fees.c.

d.

e.

Auto Pay is a customer choice and convenience payment offering that helps them
avoid paying for postage or one-time transaction fees from a third party. Customers
must choose to enroll in this payment option as the Company does not automatically
enroll anyone on Auto Pay. We believe customers enrolled in Auto Pay are
customers who choose to pay timely regardless of payment option.

We do not have this information. We view this as a convenience option for our
customers - if there are any savings related to this program, it would be reflected
in our ongoing operations and maintenance expense.

RESPONDENT:

Aaron Groff

WITNESS:

Lynne Petersen

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's 6th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 25, 2022

RUCO 6.07

Arizona Trail Association -_The Company states the following about the Arizona Trail
Association:

"Through our TEP Gives program, when you sign upjOr Budget Billing, e-
bill or Auto Pay, we'II make Cl donation Io the Arizona Trail Association.

Our contributions are funded with company resources, not with customers '
rates. TEP is committed to community improvement and engagement. When
all ofus work together, we can be good stewards of the land and promote
opportunities to connect withnature. "

a.

Please answer the following questions about the Arizona Trail Association:

Are there other entities, groups, or associations that ratepayers can have TEP donate
to?

b.

c.

How much does TEP donate to Arizona Trail Association per customer transaction
when a customer signs up for Budget Billing, e-bill or Auto Pay?

How much did TEP donate to the Arizona Trails Association in the test-year? And
prior 5 years?

d. Why did TEP select the Arizona Trail Association as a recipient rather than some
other charity?

e. In order to save processing costs on mailing and printing the bills, why didn't the
Company just credit the ratepayers' bills as an incentive to help the Company
reduce billing costs?

RESPONSE:

a. The TEP Gives program was a pilot program in 2021 that continued in 2022. In
2021 a different non-profit was chosen each quarter to be the beneficiary based on
TEP's philanthropy focus. Q1 the beneficiary was the Food Bank of Southern
Arizona, Q2 was The Nature Conservancy, QUO was Junior Achievement, and Q4
was Arizona Children's Association. In 2022 the decision was made to have two
beneficiaries for the year. The first half of 2022 the beneficiary was Emerge Center
to End Domestic Violence, and the second half of the year is the Arizona Trail
Association.

b.

c.

The average was $2 Pei customer with a cap of $20,000 per quarter.

TEP's donations to the Arizona Trail Association the past 6 years were:

2021 $20,000

2020 $ 8,870

2019 3810,000

2018 $10,000

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's 6th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 25, 2022

2()l7 $10,125

2016 $5,000

d.

e.

The Arizona Trail Association is a collaboration partner in our
environment/sustainability focus area. Although the funding is unrestricted for the
TEP Gives program, in discussion with the Arizona Trail Association it was agreed
that funding from the TEP Gives program would primarily support the Planting the
Seeds of Stewardship program, a youth outreach, education and stewardship
initiative. The mission of the Seeds of Stewardship program is to provide
educational and meaningful outdoor experiences that empower income-qualified
youth to become the next generation of stewards of Arizona's wild landscapes.
They work with youth within Arizona Trail gateway communities using a proven
three-tiered approach of experience, education, and service-learning. By engaging,
inspiring, and empowering middle school and high school students, they help plant
the seeds of environmental stewardship for future generations.

TEP's philanthropic donations come from shareholder funds, not customers. The
TEP Gives program promotion was only conducted through social media and
TEP'swebsite.

RESPONDENT:

Wendy Erica Worden

WITNESS:

Lynne Petersen

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUCO's 6th SET OF DATA REQUESTS -

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

November 25, 2022

RUCO 6.08

TEP e-bill - Please answer the following questions as they relate to TEP e-bill?

a.

b.

How much does the Company save per customer transaction in processing costs
over the standard mail in option?

Provide the annual savings by using TEP e-bill over the standard mail option for
the test-year and five prior years.

RESPONSE:

a. E-bill is a customer choice and convenience billing offering that provides electronic
bills according to customer preference. Customers must choose to enroll in e-bill
and can un-enroll at any time. The Company does not automatically enroll anyone.
The average cost for printing and mailing a bill is $0.64 compared to $0.01 for e-
bill. Any savings related to this program would be reflected in our ongoing
operations and maintenance expense.

b. Savings would be limited to e-bill cost reductions or increases since the last
approved rate case. E-bill cost is $0.01 now and was $0.01 in the last rate case.
Enrolled e-bill customers increased an average of 12,000 per year. Annual savings
was estimated at $90,000. These savings are reflected in the test year data and help
to fund the significant cost increase due to CNP regulations added after the last
approved rate case.

RESPONDENT:

Aaron Groff

WITNESS:

Lynne Petersen

UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric")
UNS Gas, Inc. ("UNS Gas")

Arizona Corporation Commission ("Commission")
Tucson Electric Power Company ("TEP" or the "Company")
UNS Energy Corporation ("UNS")
UniSource Energy Services ("UES")
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Tucson Electric Power
Docket No. E-01933A22-0107
Test Year Ended December 31, 2021
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OPERATING INCOME ADJUSTMENT no. 11 . RATE CASE EXPENSE
OPERATING INCOME ADJUSTMENT no. 12 - INTEREST SYNCHRONIZATION
OPERATING INCOME ADJUSTMENT no. 13 INCOME TAX EXPENSE

RUCO1
RUCO2
RUCO3
RUCO-4
RUCO5
RUCO-6
RUCO7
RUCO8
RUCO9
RUCO-10
RUCO11
RUCO12
RUCO13
RUCO14
RUCO15
RUCO16
RUCO17
RUCO18
RUCO19
RUCO20
RUCO21
RUCO-22
RUCO23
RUCO24
RUCO25
RUCO-26
RUCO27



RUCO Schedule 1
Witness: Mlchlik

Tucson Electric Power
Docket No. E01933A22-0107
Test Year Ended December 31, 2021

REVENUE REQUIREMENT
ACC JURISDICTIONAL (Thousands of Dollars)

(E)(B)

RUCO
RCND

(A)
COMPANY
ORIGINAL

COST
LINE
NO.

(9)
RUCO

ORIGINAL
COSTDESCRIPTION

COMPANY
RCND

(C)
COMPANY

FAIR
VALUE

(F)
RUCO
FAIR

VALUE

$ $$$ $ $6,875,990

100,884

1.47%

3,625,148

100,884

2.78%

5,072,558

136,847

2.70%

5,250,569

100,884

1 .92%

6,642,627

136,847

2.06%

3,502,489

136,847

3.91%

$ $sss $275,844

7.31%

236.068

6.74%

236,088

6.74%

275,843

7.31%

275.843

7.31 %

236,068

5.74%

3.19%0.30% 3.30% 2.06% 2.09%0.00%

4.01% 4.65%355%6.74%5.25%7.61%

s s s174,959

1.3381

234 111

99.220

1 .3381

132 766

99,220

1 .3381

132.766

174.959

1.3381

234,111$ $ s$

174.960

1 .3381

234,111

99,220

1 .3381

132,766

Adjusted Rate Base

Adjusted Operating Income (Loss)

Current Rate Of Return (Line 3 I Line 1)

Required Operating Income (Line 13 x Line 1)

Weighted Average Cost of Capital (WACC)

Adjustment to WACC

Required Rate of Return

Operating Income Deficiency (Line 7 Line 3)

Gross Revenue Conversion Factor (Schedule JMM2)

Increase In Gross Revenue Requirement (Line 15 X Line 17)

$

$

$

$

s

$

s

$

$

$

$

$

$

$

1,096,192

1 ,228.958

1,096,192

1,228,958

12.11%

1,096,192

1,330,303

2136%

1,096,192

1,330,303

21 .36% 12.11%

1,096,192

1,228,958

12.11%

1,096,192

1,330,303

21 .36%

10.25%10.25% 9.20% 9.20% 9.20%10.25%

Adjusted Test Year Revenue

Proposed Annual Revenue Requirement (Line 19 + Line 21 )

Required Percentage Increase In Revenue (Line 19 I Line 21)

Rate Of Return On Common Equity

Fair Value in dollars

1
2
3
4
5
S
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

)Thru (C): Company Schedule A1, C1 and D1
RUCO Schedules 3, 14, and 31
RUCO RCND
RUCO Fair Value

References:
Columns (A
Column (D):
Column (E):
Column (F):



RUCO Schedule 2
Witness: Michlik

Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

GROSS REVENUE CONVERSION FACTOR, INCOME TAX CALCULATION

[A]
Company
Proposed

1 ,000.000
0.4729%
995.27

3.9113%
956.34

21.0000%
747.34

DESCRIPTION
Gross Operating Revenues
Less: Uncollectible Revenue
Taxable Income as a Percent
Less: State Income Tax
Sub Total
Less: Federal Income Taxes
Total

[B]
RUCO

Recommended
1,000.000

0.4729%
995.27

3.9113%
956.34

21.0000%
747.34

Gross Revenue Conversion Factor 1.3381

LINE

1
2
3
4
5
6
7
8
9 1.3381

References:
Column [A]: Company as Filed
Column [B]: RUCO Recommended



RUCO Schedule 3
Witness: Brown

Tucson Electric Power
Docket No. E-01933A220107
Test Year Ended December 31, 2021

RATE BASE (OCRB, RCND and FVRB)
ACC JURISDICTIONAL

(G)
RUCO
FVRB

(C)
COMPANY

FVRB

(A)
COMPANY

OCRB

(8)
COMPANY

RCND

(D)
OCRBIRCND

% DIFF.
201 .00%
216.33%

$

$

$

$ $

s

s

9,499,756,356
3,623,520,845
5.876.235.511

$ 12,829,137,385
4,896,991 ,067
7.932.146.319

(E)
RUCO
OCRB

s 6,291,897,170
2,266,882,994

$ 4,025.014.176

9,605,909,827
3,580,336,625
6,025,573,202

(F)
RUCO
RCND

$ 12,707,615,542
4,980,158,695

$ 7,727,456,846

6,382,682,269
2,263,682,182
4.119,000,086

5,876,235.5114,025,014.1767,932,146,319 e.025.573,202 7,727.456,8464.119,000,086 s

s

$

$

$

$

$

$

$

$

$

$108.63%
100.00%

(16,378,538)
(12,995.725)

(16,378,538)
(12,995,725)

(15.077,376)
(12,995,725)

(15,727,957)
(12,995.725)

(15,727,957)
(12,995,725)

(15,077,376)
(12,995.725)

216.55% (473.630.450)
(501,703.551)

(761.856.467)
(790,580,149)

(481 .355,035)
(509,428.136)

(754,131 .882)
(782.855.564)

(1 ,042,357,899)
s (1,071 .732.162)

(1,034.633,314)
$ (1.064,007.577)

100.00%

$

$

s

s

$

$

$

$

100.00%

100.00%

$ 153,481,739

(2,328,164)

33,223,154

$ 154,487,303

(2,328,164)

68,615,467

100.00%

153,481,739

(2,328,164)

33,223,154

(205.198,669)

$ 3.502.488.686

154,487,303

(2,328,164)

68,615,467

(205,198,669)

s 5,250,568,991

(205,198,669)

$ 6,642,627,330

154,487,303

(2,328,164)

68,615,467

(205,198,669)

$ 3.625,147,888

153,481 ,739

(2,328,164)

33,223,154

(205.198.669)

$ 5,072,558,008

(205. 198.669)

$ 6,875,990,094

LINE
NO. Description

1 Gross Utility Plant in Service
2 Less: Accumulated Depreciation
3 Net Utility Plant in Service
4
5 Plant Held for Future Use
6 Total Net Utility Plant in Service
7
8 Customer Advances for Construction
9 Customer Deposits

10 Accumulated Deferred Investment Tax Credits
11 Accumulated Deferred Income Taxes
12 Total Deductions
13
14 Allowance for Working Capital
15
16 other Rate Base Adjustments
17
18 Regulatory Assets
19
20 Regulatory Liabilities
21
22 Total Original Cost Rate Base

References:
Columns (A) (B) (C): Company Schedule B1
Column (D): Column (B) / Column (A)
Column (E): RUCO Schedule 4, Column (C)
Column (F): RUCO Schedule 6, Column (C)
Column (G): Average of Column (E) + Column (F) I2



RUCO Schedule 4
Witness: Brown

Tucson Electric Power
Docket No. E01933A220107
Test Year Ended December 31, 2021

ORIGINAL COST RATE BASE . ACC JURISDICTIONAL

(B)(A)
COMPANY
AS FILED

OCRB
LINE
no.

(C)
RUCO

AS ADJUSTED
OCRB

RUCO
ADJUSTMENTS

$

$

s

$

$

$

6,291,897,170
2,266,882,994
4,025,014,176

(90,785,098)
3,200,812

(93,985,910)

6,382,682,269
2,263,682,182
4,119,000,086

4,025,014,1764,119,000,086 (93,985,910)$

$

$

$

$

$ (15,077,376)
(12,995,725)

(15,077,376)
(12,995,725)

7,724,585
7,724,585

(473,630,450)
(501,703,5511

(481 ,355,035)
(509,428,136) $

$

s

$

s

$ (1,005,564)

(35,392,313)

$ $

154,487,303

(2,328,164)

68,615,467

(205,198,669)

3,625,147,888

153,481,739

(2,328,164)

33,223,154

(205,198,6691

3,502,488,686

Description
1 Gross Utility Plant in Service
2 Less: Accumulated Depreciation
3 Net Utility Plant in Service
4
5 Plant Held for Future Use
6 Total Net Utility Plant in Service
7
8 Customer Advances for Construction
9 Customer Deposits

10 Accumulated Deferred Investment Tax Credits
11 Accumulated Deferred Income Taxes
12 Total Deductions
13
14 Allowance for Working Capital
15
16 Other Rate Base Adjustments
17
18 Regulatory Assets
19
20 Regulatory Liabilities
21
22 Total Original Cost Rate Base $ 122,659,202

References:
Column [A]: Company as Filed
Column [B]: RUCO Schedule 5
Column (C): Column (A) + Column (B)



Tucson Electric Power
Docket No. E01933A220107
Test Year Ended December 31, 2021

Ruco Schedule 5
Witness: Brown

Page 1 of 2

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

Acc Jurisdlction

Line

(D )
Rate Base

Adjustment No. a
Accumulated
Deorecialion

s

s

s

s

$

s

s

s

(A)
Company
Adjusted
OCRB

As Filed
6,382,682,269
2 263682 182
4.119,000086

(C)
Rate Base

Adjustment No. 2
PostTesl Year Plant

Relirements
(89.954,490J

(B&9544901

(8)
Rate Base

Adjustment No. 1
Rountine PTVP

Ad usment
(830.608)

rsaawsx
3 200.812

(32®.812)

DESCRIPTION
Gross Utility Plant in Service
Less: Accumulated Depreciation
Net Utility Plant in Service

No.
1
2
3
4

4.11s00008s r8ao.eosi (3200.8121(B9.954 4901
Plant Held for Future Use
Total Net Utillly Plant in Service $

s

s

s

s

s

s

s (15,077.376)
(12.995.725)

Customer Advances for Construction
Customer Deposits
Accumulated Defened Investment Tax Credits
Accumulated Deferred Income Taxes
Total Deductions

(481.355035)
1509.428 135]s

s $s

s

sAllowance for Working Capital

Other Rate Base Acilustmenls

Regulatory Assets

154,487,303

(2,328,164)

68,615,467

1205.198669)Regulatory Liabilities

5
6
7
8
9
10
11
12
13
14
15
16
17
1a
19
20
21
22 Total original Cost Rate Base _s 3,<1§.147,8§? s B9.954490s 830.608 $ a 200812

REFERENCES:
Column (A) Company Schedule B1
Column (B) See RUCO Schedule 8
Column (C) See RUCO Schedule 9
Column (D) See RUCO Schedule 10
Column (E) See RUCO Schedule 11
Column (F) See RUCO Schedule 12
Column (G) = Column (A) Column (B) through (F)
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SUMMARY OF DRIGEHAL COST rATe BA 8E ADJUSTMENTS SUMMARY OF QRIGIHAL cosr RATE muse ADJUSTMENTS

Acc Jrl didlonAcc .l.ldidlnn

[U}
Rare Base

Aqulmon no a
A¢£\.lll8d

{E)
Rue Base

Adisimd No. A
Cash W 011°19

Fl
Rate Bae

Adjusne: Nm s
Rqlan¢¢y Assn:

s

(4) (B) cc)
cnmoam Race Beae Rae Base
Mqutod Ad}.8 l Ho. 1 Aqiuhml i. 2
OCRB RCu¢\0e PTYP poetTest yea plan!

..._naE mu_.._ ._____.um! mu .___... ........BuMammn...._..
s s.aez6m.2uo s {aa0.6nel s (99.s54.490l

__.z.a@zsm1nz..
.§4.uzam.nn§.. mm.ml

(G)
RUCO

A¢»uuocRa
Recommedcd

....§HW9H....
s 6,291,497.170

_ - z . m § . m z m .
. : . _ m § n u . 1 &

s

. - . l m a 8 . s a 9 1 . s

. m.am.nu§...s-Iam.ma. a m . & 4 m a

s s s s

s

s s

s
a.w.n1z
La.zan.n1a

:a.w.n1a

s {15.D7l375)
l12.Q05.1251

{15.0T7,375)
{12.995,125)

DESCRIPTION
Gross Uullty Plsll n Service
Leia Amrnsslea Depreculian
no uuuy plan: in sermon

Plan! H old jar Furn U al
foal no wwv pure in sewnoa

D81GIf A08008 Fu corlsuucnm
swam Dep08il.
Aocmuaeu De1¢N80 ummunem Tax crew
Ancmunauc Dumb income runs
rural DGGCBQIIQ s

nzzmw
Lzzaana

_ .HZQMRSML
s._1m:m;s.u

s s

. . s_ l § a z m . : l m

s s s (1.U05,564] s154,487,308

r2.32a.1s4)

55.615.4.57

s 153.481.73B

(2.22a,1 s¢)

33223.18135.3U2. 313)

_ _ u a : » . 1 m . m 1 ralzzaaasm

LII!
No.
1
2
a
4
s
6
7
B
g
10
11
12
13
14
15
16
17
18
19
zo

. 21
22

Aaluanee Fu wermg chimu

cms RSID B 884 Aujmnnena

RQIUY A 18

Rgdhqr l.unlni

rns ongnai Cn in an . s . : a u a sm .& M 8 L ! 8 , M L

EEEEBENGEEL
Cohwnn [A] Company Schedle B1
Colmn 13]309 RUCO SoledN 5
Ddmn ICI see Ruco saheau 9
Gdmn ID see Ruco sweole 10
Cohwnn 1El See RUCO S¢h8d.£9 11
Column {F}sae Ruco schaosa 12
Colmn IG] Cdunrl UNI Colur (BHl1rnl1Qh (F)



RUCO Schedule 6
Witness: Brown

Tueson Electric Power
Docket No. E01933A-220107
Test Year Ended December 31, 2021

RECONSTRUCTION COST NEW LESS DEPRECIATION ("RCND") RATE BASE - ACC JURISDICTIONAL

(B)

RUCO
ADJUSTMENTS

(A)
COMPANY
AS FILED

RCND

(C)
RUCO

AS ADJUSTED
RCND

LINE
no.

$ $

$

$

$$

12,829,137,385
4,896,991 ,067
7,932,146,319

12,707,615,542
4,980,158,695
7,727,456,846

(121 ,521 ,844>
83,167,629

(204,689,472)

$ $ 7,727,456,8467,932,146,319 (204,689,472)

$s

$

$ (16,378,538)
(12,995,725)

(16,378,538)
(12,995,725)

7,724,585
7,724,585

(1,034,633,314)
(1,064,007,577)

(1,042,357,899)
(1 ,071,732,162) s

$

S

$

$

$ (1 ,005,564)

(35,392,313)

s$

153,481 ,739

(2,328,164)

33,223,154

(205,198,669)

6,642,627,329

154,487,303

(2,328,164)

68,615,467

(205,198,669)

6,875,990,093 S (233,362,764)

Description
1 Gross Utility Plant in Service
2 Less: Accumulated Depreciation
3 Net Utility Plant in Service
4
5 Plant Held for Future Use
6 Total Net Utility Plant in Service
7
8 Customer Advances for Construction
9 Customer Deposits

10 Accumulated Deferred Investment Tax Credits
11 Accumulated Deferred Income Taxes
12 Total Deductions
13
14 Allowance for Working Capital
15
16 Other Rate Base Adjustments
17
18 Regulatory Assets
19
20 Regulatory Liabilities
21
22 Total Original Cost Rate Base

References:
Column [A]: Company as Filed
Column [B1; RUCO Schedule 7
Column (C): Column (A) + Column (B)



Tucson Electric Power
Docket No. E01933A220107
Test Year Ended December 31. 2021

RUCO Schedule T
Witness: Brown

Page 1 of 2

SUMMARY OF RECONSTRUCTION COST NEW LESS DEPRECIATION ADJUSTMENTS

ACC Jurisdiction

Line

(B)
Rate Base

Adjustment No. 1
Rountine PTYP

Adiuslment

(D)
Rate Base

Adjustment No. 3
Accumulated
Depreciation

$

$

$

s

s

s

$

s

(A)
Company
Adjusted
RCND

As Filed
12.829, 137,385
4 898,991,067
7,932,148,319

83 167,629
(83,167.629)

(C)
Rate Base

Adjustment No. 2
PostTest Year Plant

Retirements
(120.691,236)

(120.691 ,236)

(eao.60e)

(830,608)

DESQBIRIIQN
Gross Utility plant in Service
Less: Accumulated Depreciation
Net Utility Plant In Service

$ (830 608) s$ $7,932 146319 (83 167.629)(120.691 236)
Plant Held for Future Use
Total net uliiixy Plant in Service

$$$ $(16,378,538)
(12,995,725)

Customer Advances for Construction
Customer Deposits
Accumulated Deferred Investment Tax Credits
Accumulated Deferred Income Taxes
Total Deductions

(1.042,357.899)
(1.071,732.1S2i $

s

$

s

s

s 154,487,303

$

s

(2,328,184)

Allowance for Working Capital

Other Rate Base Adjustments

68,615,467

1205. 198,669)

N0.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22 $

Regulatory Assets

Regulatory Liabilities

Total RCND Rate Base 6,875,990,093 83 167629830 $08 120691 236

8§§es§_~QE§;
Column (A) Company Schedule B1
Column (B) See RUCO Schedule 8
Column (C) See RUCO Schedule 9
Column (D) See RUCO Schedule 10
Column (E) See RUCO Schedule 11
Column (F) See RUCO Schedule 12
Column (G) = Column (A) Column (B) through (F)



Tucson El¢¢tli¢ Parlor
D¢h.1 No.  E01933A220101
Yagi Y Qndad Docmbor 31, 2021

RUCO SchodW 7
Wanna:  B w

Page 1 f  2

RUCO Sdildl l l  r
Wilnoss: Bown

Pgo 2 Qf 2

SUMMARY OF RECONSTRUCTION COST NEW LESS DEPRECIATION ADJUSTMENTS SUMMARY OF RECONSTRUCTION COST NEW LESS DEPRECIATION ADJUSTMENTS

ACC Jurisdiction

(01
R¢¢Bas4

Mlaslmont No. 3
Mcumulalv d
Deoreclation

(E)
Rats Base

Adiuslmenl No. 4
Cash Working

Canny

( 9
R 88 Bisk

Adluslment No 5
Regulatoy  Assets
and Relalsd ADIT

s s

ACC Jurisdiction

{C)
Ram B 150

Adlustnle\ Nm 2
PoetTast Year Plank

Reuremems
s (120.B9I,238]

83,157,629

DESCRIPTION
Gross Utilily  Play  n Scf v ioo
Less Arncmialed Deprecianan
Nut Uhlily  Pl90l n Sorv ioi

s

m@mm awmL

(4)
Cvmuany
¢'wlv sl°d
RCND

AS FIG!
s 12,a2s.!a?,3as

a.as6 991 061
_ s._ ;m .u § a .1 9 _

(GI
RUCO

Aquslod RCND
Recommnadad

aaancea
s 12.707.6\5.542

4 980 158 ess
. i z . / m § § .

Une
NO.

1
2
3
4 .

rss.1a1f .e:s\
Plant Had in Futuna un
Total nea U 1.lll) Pam l1 Serv ice s

s

s

s

s

s

s

s

s

s

s

s

s

s

7 982 145 319

n6,2.7a.sas>
{12,ee5.?2s)

(Bl
Raja Base

A/dluslnem No. 1
Rounbno PTYP

N i l s l m l
s (sa0.e0e1

-§ l§asz.mL

sao B 08 ¢1z0.B9:,2a61

.......L!..Q!2.3§L§&2L
s n.o71.7a2.1szs

cstomer Aounm IO Construction
Cunomor Deposits
Acculaloo Delalred Inestment Tax Cedo
Accurmlalod Dsisrrad lncomo Tools
TOI8l Doacuons s

s
6
3

8
9

10

11
12

158

7.124 585
.?24.565

s

s

s

s

ss

s

s

s

s(1.GI:l5,5B4}

(35.392.313}

s 830 $08

15
IB
1?
1B
19
20
21
22

1a Aluwarloe la Working Captal

Ours Rate Base Aqstmenls

Rogulaiuq 145585

Reawow Liahiuius

Total RCND Rats Bar. s B3 67629 s1005584 27 66? 728

154.4ar.3u3

l2,32B,1B4}

68.515.467

ms 193.6691

s 6.575890093

120691 1.vz1f .ase.s¢a

[t6.378.538)
(12.995.725)

J
s 1.064.007.5771

s 153.481,73B

12.3za,1643

8223,154

1205.19a.669\

6 2.627 329

REFERENCES
Cdhmn {A} Company  Schadmin B 1
Cnf mn l 8} S 48 RUCO Schedle 8
Column {C) Sn RUCO Schadlis 9
Gunnar ID) See Ruco Schedla 1D
Clllrnn (EI See RUCD Schedule 11
COM {F) See RUCCI scream 12
C nhm  I GI C dm  : AA C lm  law lhm gh (F a



RUCO Schedule 8
Witness: Brown

Tucson Electric Power
Docket No. E-01933A22-0107
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT no. 1
REMOVE ROUTINE POST-TEST YEAR PLANT

[C] [D] IF][8] [E][A]

RUCO
DESCRIPTION

RCN
Ratio

Factor
FERC
Nos.

Company
Proposed

Company
Proposed

RUCO
As Adjusted

Reconstructive Cost New
RUCO

Adjustment

Original Cost
RUCO

Adjustment

391 1 .00

Line
No.

1
2
3

Gross Utility Plant in Service
To Remove PTY Office Furniture

Total

s 6,382,682,269 $

s 6,382,682,269 s

s 12,829,137,385 $

$ 12,829,137,385 $

As Adjusted
$ 6,382,682,269

(830,608) (830,608)
(830,608) $ 6,381,851,661

- is 12,829,137,385
(830,608) (830,608)
(830,608) $ 12,828,306,777

Source: RUCO Data Request 1.41

References:
Column [A] Per Company Filing
Column [B] Testimony CSB
Column [C] = Column [A] + Column [B]
Column [D] = Column [A] x RCND Ratio Factor
Column [E] = Column [B] x RCND Ratio Factor
Column [F] = Column [D] + Column [E]



RUCO Schedule g
Page 1 of 3

Witness: Brown

Tucson Electric Power
Docket No. E01933A-220107
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT no. 2
POST-TEST YEAR PLANT RETIREMENTS JANUARY to JUNE 2022

C GEA

Llne FERC
No. nos. DESCRIPTION

Company
Pro used

D
RCN
Ratio
Factor

Company
Pro used

RUCO
As Adusted
Column A + B

RUCO
As Adusted
Col E + Col F

B
Original Cost

RUCO
Adustment
RUCO DR 1.37

F
Reconstructive Cost New

RUCO
Adustment
Col B x Col D

.
lazmszann

.
_

(56,532,815)
(636,845)

(7,569,574)
(1 ,329,319)

(442,282)
(105,087)

(25,905)
(5,186)

(717,632)
(632,926)

(154,564) (65,682,717)
(1 ,708,382)

(17,271 ,779)
(3,050,494)
(2,007,813)

(243,098)
(39,034)
(9,570)

(1 ,177,169)
(962,172)
(246,308)

(9,466)
(1 ,004,500)

(299,935)
(88,024)
(18,995)
(31,783)

(1 ,123389)
(463,966)
(240,452)
(134,655)
(320,569)
(429,559)

(32,417)
(3,459,886)

(38,588)
(3,383,865)
(4,168,313)

(419,096)
(77,542)

(196,318)
(332,225)

(15,826)
(2,011 ,5s4)

(360,422)
(162,753)

(18,995)
(49,198)

(2,292,604)
(833,584)
(493,849)
(253,328)
(781 ,843)

(1 ,308,351 )
(58,038)

(3,661 ,234)
(67,053)

(4,414,370)
(4,604,075)

(468,607)
(95,724)

(231 ,427)
(349,699)

317

303
311

312
314

315
316

341
342

343
344

345
346

352
353

355
356

360
361

352
364

365
366

367
368

369
370

373

390

391

392

393

394

395

396

397

1.0000
1.1619
2.6826
2.2817
2.2948
4.5397
2.3133
1.5068
1.8454
1.6404
1.5202
1.5936
1.9619
1.6719
2.0025
1.2017
1.8490
1.0000
1.5480
2.0408
1.7966
2.0538
1.8813
2.4389
3.0458
1.7904
1.0582
1.7377
1.3045
1.1045
1.1181
1.2345
1.1788
1.0526
1.1190
1.0418

1
2
3
4
s
6
7
8
g
10
1 1

12
13

14

15
16
17

18
19

20
21
22
23
24
25
26
27
28
29
30

31
32

33

34
35
36

$
$
$
$
$
$
$
$
$
$
$
S
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
S
$
$
$
$
$
S
$
$

ARCs for Steam Production Plant
Miscellaneous Intangible Plant
Structures&Improvements
Boiler PlantEquipment
Turbogenerator Units
Accessory Electric Equipment
Miscellaneous Power Plant Equipment
Structures & Improvements
Fuel Holders, Producers,&Accessories
Prime Movers
Generators
Accessory Electric Equipment
MiscellaneousPower PlantEquipment
Structures&Improvements
Station Equipment
Poles &Fixtures
Overhead Conductors a Devices
Land& Rights
Structures&Improvements
Station Equipment
Poles, Towers, & Fixtures
Overhead Conductors & Devices
Underground Conduit
Underground Conductors8.Devices
Line Transformers
Services
Meters
Street Lighting & SignalSystems
Structures & Improvements
Office Furniture & Equipment
Transportation Equipment
Stores Equipment
Tools, Shop, & GarageEquipment
Laboratory Equipment
PowerOperated Equipment
Communication Equipment
Total

$
$
$
$
$
s
$
s
$
$
$
$
$
s
$
$
$
$
$
$
$
s
$
s
$
$
$
$
$
$
$
s
$
$
$
$
$$

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

$
(56,532,815) $

(636,845) $
(7,569,574) $
(1,329,319) $

(442,282) $
(105,087) $

(25,905) $
(5,186) $

(717,632) $
(632,926) $
(154,564) $

s
(9,466) $

(1,004,500) $
(299,935) $

(88,024) $
(18,995) $
(31,783) $

(1,123,389) $
(463,966) $
(240,452) $
(134,655) $
(320,569) $
(429,559) $

(32,417) $
(3,459,886) $

(38,588) $
(3,383,865) $
(4,168,313) $

(419,096) $
(77,542) $

(196,318) $
(332,225) $

$
(5,528,814) $

(89,954,490) $
(5,528,814)

(89,954,490)

$
(65,682,717) $
(1,708,382) $

(17,271,779) $
(3,050,494) $
(2,007,813) $

(243,098) $
(39,034) $

(9,570) $
(1,177,169) $

(962,172) $
(246,308) $

- $
(15,826) $

(2,011,534) $
(360,422) $
(162,753) $
(18,995) $
(49,198) $

(2,292,604) $
(833,584) $
(493,849) $
(253,328) $
(781,843) $

(1,308,351) $
(58,038) $

(3,661,234) $
(67,053) $

(4,414,370) $
(4,604,075) $

(468,607) $
(95,724) $

(231,427) $
(349,699) $

$
(5,760,186) $

(120,691,236) $
(5,760,186)

(120,691 ,236)



RUCO Schedule 9
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Witness: Brown

Tucson Electric Power
Docket No. E01933A-220107
Test Year Ended December 31, 2021

To Remove San Juan PTY Retirements From "All" PTY Retirements Reported in RUCO DR 1.37

[A] [C]

Line FERC
No. Nos. DESCRIPTION

PTY
Retirements
Column A + B

All PTY Retirements
Jan to June 2022

RUCO DR 1.37

[B]
To Remove San Juan Retirernents

From the Retirements
Included in RUCO DR 1.37

RUCO DR 10.01
18,239,070

157,474
20,442,265

199,353,436
42,207,201
17,673,632

2,247,572

(56,532,815)
(636,845)

(7,569,574)
(1,329,319)

(442,282)
(105,087)

(25,905)
(5,186)

(717,632)
(632,926)
(154,564)

1
2
3
4
5
6
7
8
g

10

11
12
13

14
15

16

17
18

19
20
21
22
23
24
25
26
27
28
29 857,687

790,383
400,329

35,647
48,200

(9,466)
(1,004,500)

(299,935)
(88,024)
(18,995)
(31 ,783)

(1,123,389)
(463,966)
(240,452)
(134,655)
(320,569)
(429,559)

(32,417)
(3,459,886)

(38,588)
(3,383,865)
(4,168,313)

(419,096)
(77,542)

(196,318)
(332,225)

317

303
311

312
314

315
316

341
342
343

344

345
346

352
353

355
356

360
361

362
364

365
366

367
368
369

370

373

390

391

392

393

394

395

396

397

30

31
32

33

34

35

36

$
$
s
$
$
$
$
$
s
$
$
$
s
s
S
$
$
$
s
s
$
$
$
$
s
$
$
$
S
$
s
$
s
$
S
$

s
$
$
s
$
s
$
$
s
s
$
s
$
s
$
$
$
$
$
s
s
s
$
s
s
s
$
s
$
$
$
s
s
s
$
$

ARCs for Steam Production Plant
Miscellaneous Intangible Plant
Structures & Improvements
Boiler Plant Equipment
Turbogenerator Units
Accessory Electric Equipment
Miscellaneous Power Plant Equipment
Structures & Improvements
Fuel Holders, Producers, & Accessories
Prime Movers
Generators
Accessory Electric Equipment
Miscellaneous Power Plant Equipment
Structures & Improvements
Station Equipment
Poles & Fixtures
OverheaC Conductors & Devices
Land & Rights
Structures & Improvemerits
Station Equipment
Poles, Towers, & Fixtures
Overhead Conductors & Devices
Underground Conduit
Underground Conductors & Devices
Line Transformers
Services
Meters
Street Lighting a. Signal Systems
Structures & Improvements
Office Furniture & Equipment
Transportation Equipment
Stores Equipment
Toots, Shop, & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Total $ $

137,937
437,177

303,028,010

(18,239,070) $
(56,690,289) $
(21,079,109) s

(206,923,010) $
(43,536,521) $
(18,115,914) $

(2,352,658) s
(25,905) $
(5,186) $

(717,632) $
(632,926) $
(154,564) $

s
(9,466) $

(1,004,500) $
(299,935) $

(88,024) $
(18,995) $
(31,783) $

(1,123,389) $
(463,966) $
(240,452) $
(134,655) $
(320,569) $
(429,559) $
(32,417) $

(3,459,886) $
(38,588) $

(4,241,552) s
(4,958,696) $

(819,426) S
(113,189) $
(244,518) $
(332,225) $
(137,937) s

(5,965,990) $
(392,982,501) $

(5,528,814)
(89,954,490)



RUCO Schedule 9
Page 3 of 3

Witness: Brown

Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

Calculation of RCN Ratio Factor

Plant In Service
FERC

Account

RCND
Adjusted Plant

in Service

OCRB
Adjusted Plant in

Service

RCN Ratio
Factor

(RCND / OCRB)

317
303
311
312

314

315

316

341

342

343

344

345
346
352
353
355
356
360
361
362
364
365
366
367
368
369
370
373
390
391
392
393
394
395
396
397

1 .000000
1.161851
2.682571
2.281737

2.294779

4.539666

2.313308

1.506827

1 .845384

1.640352

1.520197

1.593566
1.961862
1.671909
2.002523
1.201666
1.848967
1.000000
1.547961
2.040793
1.796648
2.053833
1.881310
2.438925
3.045802
1.790386
1.058195
1.737655
1.304535
1.104542
1.118136
1 .234491
1.178836
1.052591
1.118996
1.041848

0
355,665,335
936,544,173

2,761 ,921 ,661

689,076,057

875,727,260

76,438,283

101 ,938,885

53,420,129

872,430,029

1,194,428,788

186,167,102
54,377,688

126,949,382
1,122,371 ,422

201,899,383
268,814,775

11,194,442
45,503,521

740,930,602
590,079,356
532,555,331
176,427,990
935,914,786

1,051 ,637,604
332,349,273
97,301 ,432
33,409,712

368,437,128
137,207,160
65,149,756

1,979,070
12,994,098
6,844,998

15,426,245
148,828,743

0
306,119,534
349,121 ,877

1,210,446,796

300,279,917

192,905,641

33,042,844

67,651 ,365

28,947,979

531,855,343

785,706,535

116,824,240
27,717,393
75,930,807

560,478,706
168,016,163
145,386,456
11,194,440
29,395,787

363,060,098
328,433,552
259,298,246
93,779,353

383,740,766
345,274,427
185,629,951
91 ,950,398
19,226,896

282,427,901
124,220,907
58,266,422

1,603,147
11,022,821
6,502,964

13,785,785
142,850,671

ARCs for Steam Production Plant
Miscellaneous Intangible Plant
Structures & Improvements
Boiler Plant Equipment

Turbogenerator Units

Accessory Electric Equipment

Miscellaneous Power Plant Equipment

Structures & Improvements

Fuel Holders, Producers, & Accessories

Prime Movers

Generators

Accessory Electric Equipment
Miscellaneous Power Plant Equipment
Structures & Improvements
Station Equipment
Poles & Fixtures
Overhead Conductors & Devices
Land & Rights
Structures & Improvements
Station Equipment
Poles, Towers, & Fixtures
Overhead Conductors & Devices
Underground Conduit
Underground Conductors & Devices
Line Transformers
Services
Meters
Street Lighting & Signal Systems
Structures & Improvements
Office Furniture & Equipment
Transportation Equipment
Stores Equipment
Tools, Shop, & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment



RUCO Schedule 10
Witness: Brown

Tucson Electric Power
Docket No. E01933A220107
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT no. 3
ACCUMULATED DEPRECIATION & AMORTIZATION

13
RCN

COMPANY
AS FILED

D
RCN

RATIO
FACTOR

C
Original Cost

RUCO
AS ADJUSTED

G
RCN

RUCO
AS ADJUSTED

B
Original Cost

RUCO
ADJUSTMENTS

F
RCN

RUCO
ADJUSTMENTS

Col B x Col D_ _ _ _ _
2,263,682,1822,263,682,182

95,164,560
(8,680)

(89,954.490)
(1 .511 .s2e)

(253,514)
(235,138)

2,266,882,994

s
$
s
s
5
s
s
s

. s
205,868,122 s

(8,680) s
(120,691,236) s

(1.511.926) s
(253,514) s
(235,138) s

83,167,629 s

.. s
95,164,560 s

(8,680) s
(89.954,490) s
(1.511.926) s

(253,514) s
(235,138) s

3.200.812 s

s
s
$
s
$
$
$
s

2,263.682.1B2
205,868,122

(8,680)
(120,691,23S)

(1 ,511 .926)
(253,514)
(235,138)

2.346.849.811

Accumulated Depreciation & Amortization
To Reflect PTY Depreciation Exp to Same Cutoff Date as PTY Plant

To Remove Accu Depr for Routine PTY Office Furniture & Equip
To Remove Accu Depr for PTY Retirements (See RUCO Schedule 9)
To Remove Amortization Exp for Demand Side Mgmnt Regulatory Asset (From Lina 30)
To Remove Amortization Exp for Electric Vehicle Infrastruc. Regulatory Asset (From Line 30)

To Remove Amortization Exp for San Juan Materials & Supplies Regulatory Asset (From Lina 30)
Total Accumulated Depreciation & Amortization

$
2.16 s
1.D0 $

RUCO SCh 9 $
1.00 $
1.00 s
1.00 s

..$ 24263.682, 182

A
Original Cost
COMPANY
AS FILED

Ref: Sch B1. Pa e 1
s 2,263,682,182
8
5 .
5
$ .
5
$ .

. $ 2,263,682,182

s

To Reflect 6Months of PTY De reciation
Test Year Depreciation $ 190,329,120 RUCO Schedule 13

Divided by 2 2
95,164,560

Multiplied by
Total Removed

Calculation of
Half Year Convention Depreciation Expense

for PTY Offlce Furnlture
Plant to Be Removed $ 830,608 RUCO 1.41

Multiplied by 4,18% From Depreciation Study
s M119

3/12 To reflect plant being removed at midpoint of 6 month cut off period
$ 8.880

To reflect plant being removed at midpoint of 6 months

LINE
NO. Descri dion
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35 s

on Ex erse for R
Electric Vehicle
Infrastructure
Investments

RUCO DR 3.15
s 1,014,054

3/1

253,514

ulato Assets
Sen Juan

Materials &
SU Iles

RUCO DR 3,15
$ 940,552

2 3/12

s 235,138

Calculation of Amortizati
Demand

Side
Mane amant

RUCO DR 3.15
Annual Amonlzalion Expense Related lo Regulatory Assets lo Be Removed $ 6,047,705

3/12

1,511,926 s

Column A: Company Schedule B1
Column B: RUCO Schedule 4: Testimony, CSB
Column C: Column [A] + Column [B]
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Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT no. 4
WORKING CAPITAL SUMMARY

B)(A)

Descri son18 _
Adustment

Col C - Col A
(1,005,564) $

(C)

Per RUCO

0 s

0 $

0 $

(1,005,564) $

1
2
3
4
5
6
7
8
9

Per Com an
Co. Sch B5 P-1

$ (9,930,742)

$ 25,141,000

$ 122,918,000

$ 16,357,000

$ 154,485,258 $

Cash Working Capital

Fuel Inventory

Materials and Supplies

Prepayments

Total Working Capital

(10,936,306) RUCO Schedule 11, Page 2, Line 30

25,141 ,000

122,918,000

16,357,000

153,479,694



RUCO Schedule 11
Page 2 of 4

Witness: Brown

Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT no. 4
Cash Working Capital - Lead/Lag Study

(F)(E)(D)(A) (C)

Line
No. Description

Net
Lag Days

Col. C Col. D

Lead/Lag
Factor

Col. E / 365

(G)
Cash Working

Capital
Required

Col. B X Col. F

Revenue
Lag Days

Ref: Co. Sch B5, P3

(B)
RUCO Adjusted

Test Year
Amount

Ref: RUCO Sch 11, P.3

Expense
Lag Days

Ref: RUCO Sch 11, p.4_
8,186,369
(570,709)
169,265

9,889,569
1,203,689
3,801 ,613
2,823,889

(20,645)

(2,909,552)
0

17,445
837,170

(24,492,519)
588,693

31.25
(202.31 )

2.70
9.40

11.35
45.45
81.96
(0.63)
42.19
42.19

(111.68)
42.19
4.09

138.33
(169.81 )

31.25
5.19

(46.44)
(140.31 )

6.57

42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19
42.19

0.0856
(05543)
0.0074
0.0258
0.0311
0.1245
0.2245

(0.0017)
0.1156
0.1156

(0.3060)
0.1156
0.0112
0.3790

(0.4652)
0.0856
0.0142

(0.1272)
(0.3844)
0.0180

10.94
244.50

39.49
32.79
30.84
(3.26)

(39.77)
42.82
0.00
0.00

153.87
0.00

38.10
(96.14)

212.00
10.94
37.00
88.63

182.50
35.62

95,635,147
1,029,603

22,873,629
383,316,622
38,703,823
30,535,041
12,578,572
12,144,353

0
0

9,508,340
1

1,557,598
2,208,892

52,649,440
6,877,259

0
11 ,905

241 ,025
2,572,393

$672,443,642

(1,514)
(92,650)
46,303

($523,585)

Cash Operating Expenses
Salaries and Wages
Incentive Pay
Intercompany
Fuel & Purchased Power Expense
Other O&M
Remote Generating Plants O&M
Office Supplies and Expenses
Outside Services
Property Insurance
Injuries and Damages
Pensions and Benefits
Regulatory Commission Expense
General Advertising Expenses
Miscellaneous General Expenses
Property Taxes
Payroll Taxes
Current Income Taxes
Other Taxes
Interest on Customer Deposits
Other Operations and Maintenance

Total Cash Operating Expenses

Other Cash Working Capital Elements:
Interest On LongTerm Debt
Revenue Taxes and Assessments

91.25
49.74

42.19
42.19

(49.06)
(7.55)

(0.1344)
(0.0207)

61,131 ,387
106,118,947

$167,250,334

(8,216,058)
(2,196,662)

($10,412,721 )

Total $839.693,976

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
30 (10,936,306)Cash Working Capital - Per RUCO (Line 21 + Line 26)
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Witness: Brown

Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT no. 4
Cash Working Capita! - Adjustments to Expenses

(C)(A) (B)
Adj
No.

Ref: RUCO-14

(E)
RUCO

Adustment
Ref: RUCO-14

(F)
RUCO

as Adusted
Col D + Col F

(D)
ACC

Adusted Total
Col. B X Col. C

Adusted Total
Ref: Co. Sch B5, P-3

ACC Ratio
Ref: Co. Sch B-5, P-3

Desai son

3, 7a
4, 5, 6

2, 8, 9

95,635,147
1,029,603

22,873,629
383,316,622
38,703,823
30,535,041
12,578,572
12,144,353

Brown Direct Testimony

Brown Direct Testimony

7b

9,508,340
1

1,557,598
2,208,892

52,649,440
6,877,259

90.40%
90.40%
90.40%
100.00%
90.40%
90.40%
86.44%
86.44%
79.61 %
86.44%
86.44%
17.71 %
86.44%
86.44%
81 .04%
86.44%
0.00%
9.09%

100.00%
90.40%

96,860,901
9,694,523

22,873,629
383,316,622
42,152,675
30,535,041
12,578,572
12,144,353

4,061 ,673
2,732,591
9,508,340

1
1,557,598
2,208,892

52,649,440
6,915,036

0
11,905

241,025
2,572,393

692,615,210

107,147,312
10,724,060
25,302,757

383,316,622
46,629,194
33,777,794
14,551 ,089
14,048,779
5,101 ,702
3,161 ,104

10,999,397
5

1,801 ,855
2,555,281

64,966,158
7,999,423

0
130,954
241,025

2,845,575
$735,300,085

11 ,905
241,025

2,572,393
$672,443,642

Cash Operating Expenses -
Salaries and Wages
Incentive Pay
Intercompany
Fuel & Purchased Power Expense
Other O&M
Remote Generating Plants O&M
Office Supplies and Expenses
Outside Services
Property Insurance
Injuries and Damages
Pensions and Benefits
Regulatory Commission Expense
General Advertising Expenses
Miscellaneous General Expenses
Property Taxes
Payroll Taxes
Current Income Taxes
Other Taxes
Interest on Customer Deposits
Other Operations and Maintenance

Total Cash Operating Expenses

(1 ,225,755)
(8,664,920)

0
0

(3,448,852)
0
0
0

(4,061 ,673)
(2,732,591 )

0
0
0
0
0

(37,777)
0
0
0
0

(20,171 ,568)

RUCO26
Other Cash Working Capital Elements:

Interest On LongTerm Debt
Revenue Taxes and Assessments

81 .04%
100.00%

61,131,387
106,118,947
167,250,334

78,251,681
106,118,947
184,370,628

63,414,959
106,118,947
169,533,906

(2,283,572)
0

(2,283,572)

Total

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28 $862,149,115$919,670,714 $839.693.976($22,455,140)
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Test Year Ended December 31, 2021

Lead Lag
Summary
Workbook Lead La Da s

From Company
Schedule
"Lead Lag

Da a
42.19
10.94

244.50
39.49
32.79
30.84
(3.26)

(39.77)
42.82

153.87 See RUCO WorkpapersConfidential Lead Lag Study

38.10
(96.14)

206.82
10.94
37.00
88.63

35.62
90.60
49.74

Revenue
Salaries and Wages
Incentive Compensation
Intercompany
Purchased Power, Trans & Fuel
Local Generation O&M
Remote Generating Plants O&M
Office Supply & Expenses
Outside Services
Pensions & Benefits
Regulatory Commission Expenses
General Advertising Expenses
Misc. General Expense
Property Taxes
Payroll Taxes
Income Taxes (See W/P 11.1)
Other Taxes
Interest on Customer Deposits
Other O&M
Interest on LongTerm Bonds
Revenue Taxes & Assessments

A
B
B
c
D
E
F
G
G
G

N/A
G
G
H
B
H
H

NIA
J
I
H
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Docket No. E-01933A22-0107
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT no. 5
REGULATORY ASSETS & RELATED ADIT

Line
No. DESCRIPTION

(B)
RUCO

Adjustment

(C)
RUCO

As Adjusted

(A)
Company
Proposed

Demand Side Management (DSM)
Electric Vehicle Infrastructure Investments
San Juan Materials and Supplies

$
$
$
$

$
$
$
$

31,008,731
1,561,925
2,821,657

35,392,313

(31,008,731) $
(1 ,561 ,925)
(2,821 ,657)

(35,392,313) $

Accumulated Deferred Income Taxes - DSM $ 7,724,585 $(7,724,585) $

1
2
3
4
5
6
7
8

References:
Column (A) Per Company Filing, RUCO Data Request 3.15
Column (B) Testimony CSB
Column (C) = Column (A) + Column (B)
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Test Year Ended December 31, 2021

SUMMARY OF OPERATING INCOME STATEMENT . ACC JURISDICTIONAL . ADJUSTED TEST YEAR AND RUCO

(A)
COMPANY

AS
FILED

(C)
RUCO

TEST YEAR
AS ADJUSTED

(B)
RUCO

TEST YEAR
ADJUSTMENTS

LINE
no.

1
$$ $ 736,474,603

319,817,526

39 899 714

736,474,603
319,817,526

39 899 714
-wv§a1@vs r wngewv8zr

Description
Operating Revenues
Electric Retail NonFuel Revenue
PPFAC Revenue
Sales for Resale
Other Operating Revenue
Total Operating Revenues

$ $ $

(13,339,527)
(35,203,991 )

(37,777)
12,617,963

319,817,526
65,124,072

348,440,821
225,533,111

59,576,379
(23,184,003)

319,817,526
65,124,072

335,101 ,294
190,329,120
59,538,602

(10,566,040)
$995,307,906$ $

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16

35,963,332 959,344,574

Operating Expenses
Fuel, Purchased Power & Transmission
REST Fuel & Purchased Power
Other Operations and Maintenance Expense
Depreciation and Amortization
Taxes Other than Income Taxes
income Taxes
Total Operating Expenses
Net Operating Income

References:
Column [A]: Company as Filed
Column [B]: RUCO Schedule 14
Column (C): Column (A) + Column (B)
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RUCO Schedule 14
Witness: Michllk

Page 1 of 2

OPERATING INCOME STATEMENT . ACC JLIRISDICTIONAL . ADJUSTED TEST YEAR AND RUCO RECOMMENDED ADJUSTMENTS

(A) (c)
Adj. z

Payment! Card
Processing Fees

RUCO16
LINE
n o .

(8)
Adj. 1
Payroll

Expense
RUCO1 s

(G)
Al l . s
SERP

Expense
R uco20

(F)
Adj. 5

LongTerm
Incentive Program

RUCO19

(D)
Adj. a

Board of
Directors Fees

RUCO11

COMPANY
AS

FILED

(E)
Adj, 4

ShortTnrm
Incentive Program

RUCO18

ssss ss s736,474.603
319,817,526

1
2
a

ss sss
39 899714

s 1,096,191,843 s

Description
Qperatmg,Re:4enue
Electric Retail Nor+FueI Revenue
PPFAC Revenuer
Sales for Resale
Other Operating Revenue
Operating Margin

s ss s s ss

(356,137) (1 459,808}(2.735.258)(2.744,491 ) (4.469.854)

4
5
6
7
8
9

10
11
12
13
14

(356,137)
356.137

(4.469.8541
4 ,469 .854

s
s

s
s

s
s

(2.744.491 \
2.744.491

s
s

S
s

s
s

s
s

(1 .45&808)
1.459 808

(2.735.258)
2.735.258

319.817.526
65,124,072

348.440.821
225.533411
59,576.379

123.184.0031
995.307,906
10o,8ea.sas

Operating Expenses
Fuel, Purchased Power & Transmission
REST Fuel & Purchased Power
Other Operations and Maintenance Expense
Depreciation and Amortization
Taxes Other than Income Taxes
Income Taxes
Total operaUng Expenses
Net Operating Income



Tucson Electric Power
Docket No. E01933A220107
Test Year Ended December 31, 2021

RUCO Schedule 14
Witness: Michlik

Page 2 of 2

OPERATING IN( OPERATING INCOME STATEMENT .. ACC JURISDICTIONAL . ADJUSTED TEST YEAR AND RUCO RECOMMENDED ADJUSTMENTS

(0)(L)
Adj. 11

Rate Case
Expense
RUCO25

(H)
Adj. 7

Severance
Pay

RUCO21

(J)
Adj. 9
Other
Dues

RUCO-23
LINE
n o .

(|)
Adj. 8

Industry
Dues

RUCO-22

(K)
Adj. 10

Depreciation
Expense
RUCO24

(M)
Adj. 12

Interest
Synchronization

RUCO26

(N)
Adj. 13
Income

Tax
RUCO27

RUCO
as

Adjusted

s$$ s$ $ $ s 736,474,603
319,817,526

1
2
3

s $ $$
39 899 714

1,096,191,843$ $$$

Description
Operatlnq Revenue
Electric Retail NonFuel Revenue
PPFAC Revenue
Sales for Resale
Other Operating Revenue
Operating Margin

ss $$$ $ $$

(607,375) (96,986)
(35,203,991)

(869,618) a

(37,777) b

4
5
6
7
8
9

10
11
12
13
14

s
s

s
s

(96,986)
96.986

$
$

(607,375)
607,375

$
s

s
s

319,817,526
65,124,072

335,101,294
190,329,120

59,538,602
(10,566.040)
959,344,574
136,847,270

$
$

s
s

s
$

(907,395)
907,395

(35.203,991 )
35,203,991

Operating Expenses
Fuel, Purchased Power & Transmission
REST Fuel & Purchased Power
Other Operations and Maintenance Expense
Depreciation and Amortization
Taxes Other than Income Taxes
Income Taxes
Total Operating Expenses
Net Operating Income

12,102,232
12,102,232

(12,102,232)

515,731
515,731

(515,731)
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Docket No. E-01933A22-0107
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. 1
PAYROLL EXPENSE

(B)(A) (C)

FERC
No.

COMPANY
PROPOSED

RUCO
AS ADJUSTED

RUCO
ADJUSTMENTDESCRIPTION

Line
No.

1 $ $$Various NonUnion Payroll Expense

References:
Column (A) = Per Company Filing
Column (B) Testimony JMM
Column (C) = Column (A) + Column (B)



RUCO Schedule 16
Witness: Michlik
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Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. 2
REVERSE PAYMENENT CARD PROCESSING FEES

(B)(A) (C)

RUCO
AS ADJUSTED

FERC
No. DESCRIPTION

RUCO
ADJUSTMENT

COMPANY
PROPOSED

Line
No.

1 s 2,744,491 $ (2,744,491) $903 Customer Records & Collection Expenses

Source: RUCO data request 9.02(a) and (g).

References:
Column (A) Per Company Filing
Column (B) Testimony JMM
Column (C) = Column (A) + Column (B)
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Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. 3
DIRECTORS AND OFFICERS (D&O) INSURANCE EXPENSE

(A) (B) (C)

RUCO
ADJUSTMENT

COMPANY
PROPOSED

RUCO
AS ADJUSTEDDESCRIPTION

Line FERC
No. No.

1 930.2 Board of Directors Fees $ 356,137$ 712,273 (356,137) $

Source: RUCO data request 1.46 and 4.06

References:
Column (A) Per Company Filing
Column (B) Testimony JMM
Column (C) = Column (A) + Column (B)
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Tucson Electric Power
Docket No. E01933A220107
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. 4
SHORTTERM INCENTIVE PROGRAM

(A) (B) (C)

RUCO
ADJUSTMENT

(D)
ACC

JURISDICTIONALLY
ADJUSTED

RUCO
AS ADJUSTEDDESCRIPTION

FERC
No.

COMPANY
PROPOSED

Line
No.

Various 4,469,854$ 10,724,080 s 5,362,030 $(5,362,030) $PEP Expense

RUCO's Calculation:
ACC

Jurisdictional AmountFERC
1/2 of 3 Year

Averaqe
ThreeYear

Averaqe

$$$
NonExecutive

0506
0514
0566
0570
0588
0598
0903
0920

Subtotal s$ $

799,458
336,930
31,776
4,648

338,303
71,209

224,076
2,019,722
3,826,123

1,772,241
746,908
699,065
102,266
676,607
142,418
448,152

4,673,119
9,260,775

886,120
373,454
349,532
51 ,133

338,303
71 ,209

224,076
2,336,559
4,630,387

0408

$ 83,333166,666 $ 72,033
Executive

0500
0566
0588
0920

Subtotal

83,333
564,977
731 ,642

166,666
1,129,953
1,463,285

$
s
s
s
s$$

83,333
488,366
643,732

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
18
17
18
19
20
21
22
23
24
25
26
27
28
29 Totals $ 5362 030 $10724060 $ 4 469 854

Source: UDR 1.016c AND RUCO data request 6.1

References:
Column (A) Per Company Filing
Column (B) Testimony JMM
Column (C) = Column (A) + Column (B)
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Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. 5
LONG-TERM INCENTIVE ("LTI") COMPENSATION PROGRAM

(B)(A) (C)

RUCO
AS ADJUSTED

COMPANY
PROPOSED

RUCO
ADJUSTMENT

FERC
No. DESCRIPTION

Line
No.

1 920 LTI Compensation Program $ 2,735,258 $ (2,735,258) s

Source: UDR 1.016c AND RUCO data request 6.2

References:
Column (A) Per Company Filing
Column (B) Testimony JMM
Column (C) = Column (A) + Column (B)
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Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. 6
SUPPLEMENTAL EXECUTIVE RETIREMENT PLAN ("SERP") EXPENSE

(C)(A) (B)

RUCO
ADJUSTMENT

COMPANY
PROPOSED

RUCO
AS ADJUSTEDDESCRIPTION

Line FERC
No. No.

1 $ 1,459,808926 SERP Expense $ (1,459,808) $

Source: UDR 1.016c AND RUCO data request 6.3

References:
Column (A) Per Company Filing
Column (B) Testimony JMM
Column (C) = Column (A) + Column (B)
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Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. 7
SEVERANCE PAY

(C)(A) (B)

Line
No.

COMPANY
PROPOSED

RUCO
ADJUSTMENTDESCRIPTION

RUCO
AS ADJUSTED

FERC
No.

920
408

1
2
3

Severance Pay
Payroll
Total

s

$

$

$

869,618
37,777

907,395

(869,618) $
(37,777)

(907,395) $

Source: UDR ECB 1.020 and RUCO data request 4.07.

References:
Column (A) Per Company Filing
Column (B) Testimony JMM
Column (C) = Column (A) + Column (B)
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Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. a
INDUSTRY MEMBERSHIP DUES

(D)(A) (B) (E)(C)
AMOUNT

EXCLUDED BY
COMPANY

LOBBYING
PERCENTAGE

TEST YEAR
AMOUNT

RUCO
AS ADJUSTED

Llne
No.

AMOUNT AFTER
DEDUCTION

(F)
ACC

JURISDICTIONALLY
ADJUSTED

$$ $$$
2,725

90,972
248

15,168

0.00%
10.00%
14.30%
0.80%
27.30%
0.00%
0.00%
0.00%

1
2
3
4
5
6
7
s
9

10 _ ____

36,675
12,261

272,598
15,369
20,196
5,000
1,250

339,274
702.623

73,350
24,521

545,197
30,737
40,393
10,000
2,500

678,547
1 .405.245

73,350
27,246

636,169
30,985
55,561
10,000

2,500
678,547

1,514,358 109,113 s

31 ,703
10,599

235.645
13,285
17,459
4,322
1 .081

293,282
607.375$.§____

DESCRIPTION
Industry Dues
Baker Bolts LLP
West Associates
EE! Membership
EE! USWAG
EE! Industry Issues
EE! Restoration, Operations s. Crisis Mgmt
APLIC
Electric Power Research Institute (EPRl)
Total industry Dues

Source: Company Proforma Membership Dues and Other Excludable Items

References:
Column (A) = Per Company Filing
Column (B) = Allocation Percentage
Column (C) = Column (A) Column (B)
Column (D) = Column (A) Column (C)
Column (E) = RUCO Testimony
Column (F) = Column (E) .8644
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REDA CT ED
OPERA TING INCOME A DJUSTMENT no. 9

OTHER MEMBERSHIP DUES

(D) (E)(A) (C)

COMPA NY
PROPOSED

RUCO
ADJUSTMENT

RUCO
AS ADJUSTED

(B)
PERCENTA GE
A LLOCA TED
TO ARIZONA

Line
No.

TEST Y EA R
AMOUNT

_
s

1
3
4
5
6
7
8
9
10
11
12
1a
14
15
16
17
18
19
20
21
22 96 986 ss1.14,592 96956 $

Source: Company Proforma Membership Dues and Other Excludable Items

References:
Column (A) = Per Company Filing
Column (B) = Allocation Percentage
Column (C) = Column (A) Column (B)
Column (D) = Tesllmony JMM
Column (E) = Column (C) + Column (D)
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Docket No. E01933A22-0101
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. 10
DEPRECIATION EXPENSE

(B) (C)(A)

RUCO
AS ADJUSTED

$

$

COMPANY
PROPOSED ADJUSTMENT

$ $

$ $

219,485,406
6,047,705

225,533,111

Llne

No. DESCRIPTION
Depreciation & Amortization Expense
DSM Regulatory Asset Amortization Expense

Total
To Remove Annual Depr Expense Related to Routine Office Furniture
To Remove Annual Depr Expense Related to PTY Plant Retirements

Total $

219,485,406
6,047,705

225,533.111
(34,719) From Line 17

(35,169,272) From Line 24
190,329,120225,533,111 $

(34,719)
(35,169,272)
(35,203,991 ) $

Calculation of Annual
Depreciation Expense

Related to PTY Office Furniture
PTY Office Furniture $ 830,608 RUCO Sch 8, RUCO Data Request 1.41

Multipled by Depreciation Rate 4.18% From Depreciation Study
Annual Depr Expense for PTY Office Furniture $ 34,719

1
2
3
4
5
6
7
8
9
10
11
12

13
14
15
16
17
18
19
20

21
22
23
24

Calculation of Annual
Depreciation Expense

Related to PTY Plant Retirements
PTY Retirements Depreciation for 6 months $ 17,584,636 RUCO Data Request 1.37

Multipled by 2 To reflect 12 months of Depreciation Expense
Annual Depr Expense for PTY Retirements $ 35,169,272

References:
Column (A) = Per Company Filing, Schedule C1, Page 1
Column (B) = Column (C) Column (A)
Column (C) = Column B + Column C
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Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. 11
RATE CASE EXPENSE

DESCRIPTION

(A)
COMPANY
PROPOSED

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED
$$

Line
No.

1 Annual Rate Case Expense

Note: See the Direct Testimony of RUCO Wintess Bentley Erdwurm .

References:
Column (A) Per Company Filing
Column (B) Testimony DBE
Column (C) = Column (A) + Column (B)
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Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. 12
INTEREST SYNCHRONIZATION

Tax Rate

(B)
RUCO

Recommended
Line
No.
1 $

(A)
Company
Proposed
3,625,147,888 $ 3,502,488,686

Description
Adjusted Rate Base

2 1.75%1 .75%Weighted Cost of Debt

3 $ 61,131,38763,272,244Synchronized Interest Deduction

4 Increase (Decrease) in Deductible Interest

State Income Taxes5 3.91%

$

$

$

Federal Taxable Income6

7 Federal Income Taxes 21 .00%

8

$

$

$

(2,140,857)

83,735

(2,057,122)

431,996

515,731Increase (Decrease) to Income Tax Expense

References:
Column (A) Per Company Filing
Column (B) Testimony JMM
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Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT no. 13
INCOME TAX EXPENSE

Line RUCO Income Tax Calculation on RUCO Adjustments
No. (Thousands of Dollars)

$

$

Operating Revenue
Electric Retail Non-Fuel Revenue
PPFAC Revenue
Sales for Resale
Other Operating Revenue
Operating Margin

Operating Expenses
Fuel, Purchased Power & Transmission
REST - Fuel & Purchased Power
Other Operations and Maintenance Expense
Depreciation and Amortization
Taxes Other than Income Taxes
Pre -Tax Operating Expenses
Pre -Tax Operating Income
Income Taxes

$
$
$
$
$
$
$
$

(13,339,527)
(35,203,991 )

(37,777)
(48,581 ,295)
48,581 ,295
12,102,232

Combined Effective Tax Rate

1
2
3
4
5
6
4
5
6
7
8
g
10
12
13
14
15
16 24.9113%

References:
Testimony JMM
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REDACTED Direct Testimony of Crystal S. Brown
Tucson Electric Power Company
Docket No. E-01933A-22-0107

EXECUTIVE SUMMARY

Tucson Electric Power Company ("TEP or Company") is a for-profit, certificated Arizona public
service corporation that provides electric utility service to various communities in Pima County,
Arizona. On June 17, 2022, TEP filed an application with the Arizona Corporation Commission
("Commission") for a permanent rate increase. TEP serves more than 438,000 customers in and
around Pima County, Arizona. TEP's corporate business office is located at 88 East Broadway
Blvd., Tucson, AZ 85702.

The direct testimony of Crystal S. Brown presents RUCO's recommendations in the areas of rate
base and depreciation and amortization expense. RUCO's adjustments to the Company's OCRB
resulted in a net decrease of$l22,659,202, from $3,625,147,888 to $3,502,488,686. The decrease
was primarily due to adjustments made to the following:

Routine Post-Test Year Plant - RUCO recommends decreasing Original Cost Rate
Base ("OCRB") plant in service by $830,608 to remove PTY plant that is routine in
nature such as office furniture.

PTY Retirements - RUCO recommends decreasing OCRB plant in service by
$89,954,490 to remove PTY retirements.

Accumulated Depreciation - RUCO recommends increasing OCRB accumulated
depreciation by $3,200,8 12 to reflect the regulatory lag on accumulated depreciation
and to remove accumulated depreciation and amortization related to RUCO's plant
and regulatory asset adjustments.

Cash Working Capital - RUCO recommends decreasing cash working capital by
$1,005,564 to reflect RUCO's recommended operating expenses and expense lag
days in its cash working capital calculation.

Regulatory Assets and Related Accumulated Deferred Income Tax ("ADIT")
Adjustment - RUCO recommends decreasing the regulatory assets by $35,392,313
to remove the Company's proposed regulatory assets and to increase the ADIT
balance by $7,724,585 to remove the related ADIT adjustment.

Depreciation and Amortization Expense - This adjustment decreases operating
expense by $35,203,991 to reflect RUCO's recommended plant and deferred
regulatory asset balances.

The Direct Testimony of Jeffrey Michlik presents RUCO's recommendations on revenue
requirement and all operating expenses except depreciation expense and those covered by other
RUCO witnesses as noted. Mr. Bentley Erdwurm presents RUCO's recommendations on rate case
expense, rate design, the Company's proposed regulatory assets and its current and proposed
adjustor mechanisms. Mr. John Cassidy is presenting RUCO's cost of capital recommendations.

1

2
3
4
5
6
7
8
9

10
1 l

12
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17
18
19
20
21
22
23
24
25
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27
28
29
30
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37
38
39
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41
42
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44
45

-ii-



REDACTED Direct Testimony of Crystal S. Brown
Tucson Electric Power Company
Docket No. E-01933A-22-0107

I.1 INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 A.

4

5

My name is Crystal S. Brown. I am a Public Utilities Analyst V employed by the Residential

Utility Consumer Office ("RUCO"). My business address is I I 10 West Washington Street,

Suite 220, Phoenix, Arizona 85007.

6

7 Q. Briefly describe your responsibilities and capacity as a Public Utilities Analyst V.

A.8

9

I am responsible for analyzing and examining accounting, financial, statistical and other

information. I prepare reports based on my analyses that present RUCO's recommendations

10 to the Arizona Corporation Commission ("Cornrnission" or "ACC") on utility revenue

II

12

requirements, rate design and other matters in the interests of fair and reasonable rates for

residential utility ratepayers. I also provide expert testimony on these same matters.

13

14 Q. Please state your educational background and qualifications in the utility regulatory

field.15

16 A.

17

I earned a Bachelor of Science Degree in Business Administration from the University of

Arizona and a Bachelor of Science Degree in Accounting from Arizona State University.

18

19

20

21

22

23

24

25

I have been employed by RUCO as a Public Utilities Analyst V since June 2019. Prior to

joining RUCO, I was employed by the Commission for over 20 years and advanced through

all of the Public Utilities Analyst positions. My last position held was as an Executive

Consultant III. Prior to joining the Commission, I was employed by the Department of

Revenue as a Senior Internal Auditor and by the Office of the Auditor General as a Financial

Auditor. 1 was a Cost Center Review Specialist for Blue Cross Blue Shield of Arizona prior

to my employment in state government.

26
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1 Q. Please state the purpose of your testimony.

2 A.

3

4

The purpose of my testimony is to present RUCO's recommendations regarding Tucson

Electric Power Company's ("Tucson Electric," "TEP," or "Company") permanent rate

application filed on June 17, 2022.

5

6 Q. What is the scope of your testimony in this case?

7 A.

8

9

10

11

12

13

I am presenting testimony and schedules addressing rate base and depreciation and

amortization expense adjustments. Mr. Jeffrey Michlik is presenting RUCO's

recommendations on revenue requirement and all operating expenses except depreciation

expense and those covered by other RUCO witnesses as noted. Mr. Bentley Erdwurm

presents RUCO's recommendations on rate case expense, rate design, the Company's

proposed regulatory assets and its current and proposed adjustor mechanisms. Mr. John

Cassidy is presenting RUCO's cost of capital recommendations.

14

15 Q. What is the basis of your testimony in this case?

A.16

17

18

19

20

21

I performed a regulatory audit of the Company's application to determine whether

sufficient, relevant, and reliable evidence exists to support the Company's requested rate

increase. The regulatory audit consisted of examining and testing the financial information,

accounting records, and other supporting documentation and verifying that the accounting

principles applied were in accordance with the Commission adopted Federal Energy

Regulatory Commission ("FERC") Uniform System of Accounts ("USOA").

22

23 11. BACKGROUND

24 Q. Please provide a brief background as it relates to this Application.

A.25

26

TEP is an Arizona "C" Corporation. TEP is a for-profit, certificated Arizona public service

corporation that provides electric utility service to various communities in Pima County,
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1

2

3

4

Arizona. On June 17,2022, TEP filed an application with the Commission for a permanent

rate increase. TEP serves more than 438,000 customers in and around Pima County,

Arizona. TEP's corporate business office is located at 88 East Broadway Blvd., Tucson,

AZ 85702.

5

6 Q. What test year did the Company use in this filing?

A. The Company's rate filing is based on the twelve months ended December 31, 2021 ("TY").

111.

7

8

9

10

Q.

SUMMARY OF RUCO'S RECOMMENDED RATE BASE AND OPERATING

INCOME ADJUSTMENTS

Please summarize the rate base adjustments addressed in your testimony.

A. My testimony addresses the following rate base issues:

II

12

13

14 Rate Base Adjustments

15

16

Rate Base Adjustment No. l - Routine Post-Test Year Plant - This adjustment removes

PTY plant that is routine in nature, such as office furniture. This adjustment decreases

OCRB plant in service by $830,608.

Rate Base Adjustment No. 2 - Post-Test Year Plant Retirements- This adjustment removes

PTY plant retirements. This adjustment decreases OCRB plant in service by $89,954,490.

It also decreases accumulated depreciation by the same amount.

17

18

19

20

21

22

23

24

25

26

Rate Base Adjustment No. 3 - Accumulated Depreciation - This adjustment increases

accumulated depreciation by $3,200,812 to reflect the regulatory lag on accumulated

depreciation and to remove accumulated depreciation and amortization related to RUCO's

plant and regulatory asset adjustments.
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1 Rate Base Adjustment No. 4 Cash Working Capital - This adjustment decreases cash

2

3

working capital to reflect RUCO's recommended operating expenses and expense lag days

in its cash working capital calculation. This adjustment decreases cash working capital by

4 $1,005,564.

5

6

7

8

9

Rate Base Adjustment No. 5 - Regulatorv Assets and Related Accumulated Defened

Income Tax ("AD1T") Adjustment - RUCO recommends decreasing the regulatory assets

by $35,392,313 to remove the Company's proposed regulatory assets and to increase the

ADIT balance by $7,724,585 to remove the related ADIT adjustment.

10

II RUCO Operating Income Adjustments

12 Q, Please summarize the operating income recommendations and adjustments addressed

13 in your testimony.

14 A.

15

16

My testimony addresses Operating Income Adjustment No. 10, Depreciation Expense. All

other revenue and expense adjustments are discussed in the testimony of RUCO witness,

Jeffrey Michlik or other RUCO witnesses as noted.

17

18 ThisOperating Income Adjustment No. 10 Depreciation and Amortization Expense

19

20

21

adjustment decreases depreciation and amortization expense to reflect RUCO's

recommended plant and deferred regulatory asset balances and amortization period. This

adjustment decreases depreciation and amortization expense by $35,203,991 .

22

Iv.23 RATE BASE

24 Q.

25

Did the Company treat its Original Cost Rate Base ("0CRB") as its Fair Value Rate

Base ("FVRB")?

26 A. No.
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Q. How did the Company calculate its FVRB?

A.

l
2

3

4

The Company calculated its FVRB as the simple average (arithmetic mean) of the OCRB

and the Reconstruction Cost New Less Depreciation ("RCND") Rate Base. This

methodology has been consistently accepted by the Commission in prior rate cases.

5

6 Rate Base Summary

Q. Please summarize RUCO's adjustments to the Company's OCRB.

A.

7

8

9

10

RUCO's adjustments to the Company's OCRB resulted in a net decrease of S 122,659,202,

from $3,625,147,888 to $3,502,488,686. The decrease was primarily due to adjustments

made to the following: (1) Routine Post-Test Year Plant, (2) Post-Test Year Retirements,

(3) Accumulated Depreciation, (4) Cash Working Capital, and (5) the Proposed Regulatory

Assets and Related ADIT adjustment as shown on RUCO Schedule 4 and Schedule 5.

11

12

13

14 Q. Please summarize RUCO's adjustments to the Company's RCND rate base.

A.15

16

RUCO's adjustments to the Company's RCND resulted in a net decrease of $233,362,764,

from $6,875,990,093 to $6,642,627,329. RUCO's adjustments to the Company's RCND

rate base resulted in a net decrease of as shown on RUCO Schedules 6 and 7.

Q. For those RUCO adjustments that affect not only the OCRB but also RCND, bas

RUCO also presented this information?

A. Yes, if an adjustment affects not only the OCRB, but also the RCND rate base, RUCO has

shown the effects on the same schedule.

Q, How does RUCO make its used and useful determination for plant?

A.

17

18

19

20

21

22

23

24

25

26

RUCO relies, in large part, on Staff's engineering witness and data request responses from

the Company.
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1 Rate Base Aajustment No. I - Routine Post Test Year Plant, Q/#Ice Furniture

2 Q. What amount did RUCO remove for routine PTY plant?

A.3

4

5

The Company added $830,QQ8 in PTY office furniture in order to mitigate the regulatory

lag related to the PTY office furniture. RUCO removed the $830,608 in PTY office

furniture.

6

7 Tools that Mitigate the Regulatory Lag on the PTY Office Furniture

8 Q, Are there other tools, in addition to PTY plant, that a company can utilize to mitigate

9 regulatory lag?

10 A.

11

12

13

14

Yes. The Commission has provided numerous tools to help companies manage regulatory

lag. Those tools include, but are not limited to, accounting deferrals/regulatory assets, PTY

expense adjustments, purchased power adjustors, and various types of surcharge

mechanisms' Each of these tools provide for recovery of some or all of a particular cost,

or for the recovery of what would have otherwise been reduced revenue between utility rate

15 cases.

16

17

18

19

20

21

22

23

24

For example, a regulatory asset is an expense item that a company can include in rate base

and eam a rate of return and recover through depreciation expense. This treatment

guarantees a 100% recovery of the cost and serves to mitigate the Company's regulatory lag

regarding its authorized rate of return. TEP has several Commission-approved regulatory

assets. As shown in the table below, the Company receives recovery of an additional

$7,490,469 in operating expenses from what would have otherwise been reduced revenue

between utility rate cases. When the return of $2,428,613 on the $33 million in regulatory

assets is reflected, the total grows to over $9.9 million per year.

25

1 These ratemaking tools can be used once approved by the Commission.
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Description

I

Amount
Included in
Rate Base

Total Cash
from

Regulatory
Assets

Regulatory Assets

Amount
Included in
Operating
Ex erse

Springerville Unit 1 Leasehold Improvement Costs

Navajo Abandon Plant Reg Asset NBV

Sundt UI and U2 Cost of Removal

$2,388,651

$4,159,015

S 942 803

$7,490,469$7,490,469

S 4,151,362

$29,329,090

S (257.299)

$33,223,154

x 7.31%Multiplied by Co. Proposed Rate of Return

$2 428 613

___
- -_

$9,919,082

$2,428,613

Additional Cash to Mitigate Regulatory Lag ->

Additionally, the Company has an approved fuel adjustor which guarantees recovery of

100% of its fuel costs which further mitigates its regulatory lag related to its authorized rate

of return.

PTY Office Furniture is Not an Entitlement

Q . Is a company's proposal to include any and all PTY plant an automatic entitlement

that it will receive all of the PTY plant it has proposed?

A.

1

2

3

4

5

6

7

8

9

10

11

No, it is not. The Commission's decision in EPCOR's relatively recent wastewater case has

put utilities on notice that there should not be an automatic expectation that PTY plant will

be approved in future cases unless circumstances warrant its inclusion:

12

13
14
15
16
17
18
19

Although the Commission agrees with the inclusion of the PTY plant
set forth in the Agreement, based in large pant because the
Commission required EPCOR to file this rate case, EPCOR is put on
notice that going fOrward there should not be an expectation that
PTY plant will be approved in future rate cases unless there are
circumstances that would warrant its inclusion.; (Emphasis
Added).

20

2 Decision No.76162 at 71 .
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1 Q. Has the Commission identified criteria regarding PTY plant?

A.2

3

4

Yes. One of the main criteria that the Commission has identified is that the PTY plant must

be large in comparison to rate base "such that not including the post test-year plant in the

cost of service would jeopardize the utility's financial health." The Commission, in Decision

5 No. 71410, identified the following criteria for inclusion of PTY plant:

6
7
8
9

10
11
12
13
14
15
16
17
18

Staff states that it has traditionally recognized two scenarios in which
Staff believes recognition of post test-year plant is appropriate: (1)
when the magnitude of the investment relative to the utility's
total investment is such that not including, the post test-year
plant in the cost of service would jeopardize the utility's financial
health, and (2) when certain conditions exist as follows: (a) the cost
of the post test-year plant is significant and substantial, (b) the net
impact on revenue and expenses for the post test-year plant is known
and insignificant or is revenue neutral, and (c) the post test-year plant
is prudent and necessary for the provision of services and reflects
appropriate, efficient, effective, and timely decision-making
(Emphasis added).

19

20 Percentage of the PTY Office Furniture to the Total Amount of PTY Plant

21 Q What is the total amount of PTY plant that RUCO has recommended for TEP?

A.22

23

24

Of the $209 million in PTY plant that TEP has requested, RUCO has recommended

approval of $208,169,392, a difference of $830,608. The $830,608 is the PTY office

furniture that RUCO is recommending that the Company recover in its next rate case.

25

26 Q. What is the percentage of the Office Furniture compared to the total PTY plant?

A.27

28

29

The table below shows that the $830,608 in PTY office furniture represents less than 1%

(i.e., 0.39%) of the total $208,169,392 in PTY plant. Consequently, the $830,608 is not

significant compared to the total PTY plant and total rate base.

30

3 Footnotes excluded - footnotes referenced testimony to support decision.
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0

of Total
99.61%
00.39%

All PTY Plant Exce t Office Furniture
PTY Office Furniture
Total 100.00%

Percenta ve of PTY Office Furnitre to Total PTY Plant
PTY Plant %
$208,169,392
$ 830 608
$209,000,000

Q, Would the Company be placed in financial jeopardy or provide inadequate service if

the costs of the old office furniture continued to be used until the next rate case?

A. No, recovering the routine PTY plant in the next rate case would not place the Company in

financial jeopardy or cause it to provide inadequate service as the amount is small in

comparison to total rate base.

What is RUCO's recommendation?Q.

A. RUCO recommends decreasing OCRB by $830,608 as shown on RUCO Schedules 5 and

8.

Rate Base Adjustment No. 2 - PTY Plant Retirements

Q. Did the Company remove any retirements related to PTY plant after the Test Year?

A. No.

Q. Do plant retirements impact depreciation expense?

A. Yes. Depreciation expense is calculated based on plant that is actually in service. The

FERC Uniform System of Accounts requires plant that is no longer in service be removed

from the appropriate plant accounts. If the plant retirements are not removed, then

depreciation expense will be overstated and the Company is unjustly enriched by the amount

of plant which it did not remove from its plant accounts.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22
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Q. Should ratepayers continue to pay a return on plant, and depreciation expense for

non-existent assets?

A. No, they should not.

Q, Did RUCO remove retirements related to PTY plant?

A. Yes, RUCO removed retirements related to PTY plant based on the Company's response to

RUCO Data Request 1.37.

What is RUCO's recommendation?Q.

A. RUCO recommends decreasing OCRB plant in service by $89,954,490 to reflect plant

retirements. RUCO also recommends decreasing accumulated depreciation by the same

amount as shown on RUCO Schedules 5,9, and 10.

Rate Base Aajustmenf No. 3 - Accumulated Depreciation

Q. What is the Company proposing for accumulated depreciation?

A. The Company is proposing $2,263,682,182 as shown on RUCO Schedule 5.

Q. Did RUCO make any adjustments?

A. Yes, RUCO decreased accumulated depreciation and amortization to reflect RUCO's plant

and regulatory asset adjustments as shown on RUCO Schedule 10. The total of the

adjustments shown on lines 4 through 8 of Schedule 10 reduce accumulated depreciation by

$91,963,748.

Q, Did RUCO make any other adjustments?

A.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes. RUCO increased accumulated depreciation by adding six months of Test Year

depreciation expense (i.e., $95,164,560) to the accumulated depreciation balance in order

-10-
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1

2

to reflect the regulatory lag for accumulated depreciation. The adjustment is shown on

RUCO Schedule 10, lines 3 and 15.

3

4 Reason for PTY Plant--to Address "Regulatory Lag"

5 Q, Would you please provide an historical overview of PTY plant?

6 A.

7

8

9

10

The Commission has traditionally used historical test years for the purposes of establishing

utility revenue requirements in base rate cases. There is a period from the end of the test

year until the date upon which new base rates will become effective that is generally referred

to as "regulatory lag." Providing a means of recognizing significant changes in the Lltility's

net investment in rate base that can be verified in the rate case can thus be one regulatory

I method to balance the interests of the utility and its customers.

12

13

14

15

16

17

Regulatory lag is measured using rate based. The largest component of rate base is typically

net plant. The components of net plant are (1) gross plant and (2) accumulated depreciation.

The regulatory lag related to accumulated depreciation benefits the company whereas the

regulatory lag related to gross revenue neutral plant is typically a financial disadvantage for

the company.

18

19 Regulatorv Lag Provides Both Benefits and Disadvantages for the Companv

20

21

Q. How does the Regulatory Lag on gross "revenue neutral" PTY plant create a

disadvantage for the Company?

A.22

23

24

25

The regulatory lag for gross PTY plant that is for customer growth will be offset by the

revenues from the new customers and will generally allow the Company to eam its

authorized rate of return. However, this is typically not the case for significant amounts of

"revenue neutral " gross PTY plant. Consequently, the regulatory lag related to "revenue

4 This is because shareholders are only allowed to eam a return on their net investment in the utility (i.e., rate base).
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1

2

3

neutral" gross plant works against the company because any increases in revenues are

typically insufficient to offset the increases in cost (i.e., recovery of depreciation expense

and return on investment) of the "revenue neutral " gross PTY plant.

4

5 Q,

6

How does the Regulatory Lag on accumulated depreciation provide a financial benefit

for the Company?

7 A.

8

9

10

Accumulated depreciation is the amount of plant that customers have paid back to the

shareholders through rates and a delay in recognizing the growth in accumulated

depreciation that has occurred after the test year works to the company's advantage because

it allows the Company to charge higher rates than it would otherwise charge during the same

I time period.

12

13

14

15

16

17

18

19

20

For example, when the growth in the accumulated depreciation balance after the test year is

significant, it will result in a company needing less revenue to earn its authorized rate of

return. This is because accumulated depreciation reduces rate base which, in turn, reduces

the amount of operating income it needs in order to earn its authorized rate of return.

Further, during the same time frame the company has built and installed its PTY plant,

customers have already paid depreciation expense on all test year plant to the same date as

the PTY plant. Customers may have to wait years or until the company decides to file

another rate case to receive the financial benefit of lowered rates that the PTY accumulated

21 depreciation provides.

22

23 Q. Does Arizona Public Service Company ("APS") reflect the regulatory lag on both

24 components of PTY net plant?

25 A.

26

Yes. APS, Arizona's largest investor owned electric utility, mitigates its regulatory lag by

reflecting both components of PTY net plant (i.e., gross plant and accumulated
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1

2

3

4

5

6

depreciation). APS recognizes the increase that has occurred after the test year on

accumulated depreciation to the same cut-off date as the PTY plant that it recommends.

APS's methodology is balanced and results in the fairest rates to customers. Thus, when

TEP does not reflect the PTY accumulated depreciation while simultaneously recognizing

PTY plant, it is able to charge significantly higher rates than if it used the APS methodology.

This financial benefit is real and works to TEP's advantage and unfairly disadvantages

7 ratepayers .

8

9 Q.

10

Does RUCO recommend that the same cutoff date used to reflect the regulatory lag on

PTY plant be used to reflect the regulatory lag on PTY accumulated depreciation?

A.11

12

Yes, RUCO recommends that the same June 30, 2022 cut-off date that the Company has

proposed for PTY plant be used to reflect the regulatory lag for PTY depreciation.

13

14 Q. What is RUCO's overall recommendation concerning accumulated depreciation?

15 A. RUCO recommends increasing accumulated depreciation by $3,200,812 as shown on

16 RUCO Schedules 5 and 10.

17

18 Rate Base Aajustment No. 4 - Cash Working Capita/

19 Q. In simple terms, what is the purpose of the cash working capital analysis in the

20 determination of rate base?

A.21

22

23

24

25

26

The rate base measures the shareholder's net investment in the utility. Part of that investment

is the actual amount of cash that the shareholders must pay during the year to bridge the

gap between the payment of expenses and the receipt of revenues. The Company receives

cash from customers' payments that the Company uses to meet and pay its operating

expenses. However, the Company may sometimes not receive enough cash receipts from

custoxners to pay expenses in a timely manner. When this situation occurs, the Company
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1

2

3

4

5

must provide the cash capital to pay the expenses. The amount of actual cash capital the

Company pays during the Test Year is quantified in a lead-lag study. The amount of cash

that the Company must provide in advance of customer cash receipts to pay expenses related

to providing sen/ice is added to rate base where the Company will earn a return on that cash

capital.

6

7

8

9

10

11

Cash working capital can be a negative amount. A negative cash working capital indicates

that customers, on average, are providing cash in advance of the dates that the Company has

to pay expenses. While the Company has possession of these funds, they are a source of

cost-free cash capital that the Company can use for any purpose until making payments.

Thus, the customer supplied cash capital is reflected as a decrease to rate base.

12

13 Q. What amount is TEP proposing for cash working capital?

A.14

15

The Company is proposing working capital of ($9,930,742) as shown on RUCO Schedule

II, page l.

16

17 Q. Did RUCO make any adjustments?

A.18

19

20

21

Yes. RUCO reflected RUCO's recommended operating expenses, calculated lag days for

pension expense and utilized the lag days in the cash working capital calculation, increased

the expense lag days for property taxes and interest expenses, and removed prepayments

expense from the cash working capital calculation.

22

23

24
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Amortized Portion of Propertv Insurance and Injuries & Damages Prepaid Expense

Q. Do the Property Insurance and Injuries & Damages expenses that the Company

included in the lead-lag study represent an actual outlay of cash during the Test Year?

A.

l
2

3

4

5

6

No, they do not represent an actual outlay of cash made during the Test Year. The Property

Insurance and Injuries & Damages expenses that the Company has included in the lead-lag

study represent the amortized portion of prepaid Property Insurance and Injuries & Damages

costs that the Company paid before the Test Year per the Company's response to RUCO

Data Request 3.06 (Attachment 1).

7

8

9

10 Q. What adjustment did RUCO make to Property Insurance and Injuries & Damages

expenses included in the lead-lag study?

A. RUCO removed the amortized portion of the prepaid expenses from the cash working

capital calculation.

11

12

13

14

Q.15

16

How will the amortized portion of the Property Insurance and Injuries & Damages

prepaid expenses be recovered?

A. The amortized portion of the Property Insurance and Injuries & Damages prepaid expenses

will be recovered in operating expenses and the unamortized balance will be recovered in

rate base. The recovery of the prepayments is similar to the recovery of gross plant. The

recovery of the Test Year depreciated amount of gross plant is recovered dollar for dollar

in operating expense and the undepreciated balance is included in rate base and recovered

through a rate of return.

17

18

19

20

21

22

23

24

25
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Q. Why did RUCO remove the amortized portion of the Property Insurance and Injuries

and Damages Prepaid Expense?

The Company has proposed zero lag days for amortized prepayments. Similar to

depreciation expense, the amortized prepayments do not represent an actual outlay of cash

by the Company during the Test Year and, therefore, is inappropriate to include in the cash

working capital calculation.

Q. Are the contribution payments that the Company makes to its pension plans cash

l
2

3 A.

4

5

6

7

8 Pension Expense

9

10 expenses?

I I A. Yes.

12

13 BEGIN CONFIDENTIAL

14

15

16

17

18

19

20

21

22

23

24

25
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1

2

3

4

5

6

7

8

9

10

11

12

END CONFIDENTIAL

13

14

15

16

17

18

19
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What are expense leads or lags in simple terms?

Expense Lag Days for Property Taxes

Q.

A. In simple terms, an expense lead is the number of days before an operating expense is due

that a company pays for that expenses. An expense lag is the number of days after an

operating expense is due that a company pays for that €XP€llS€6.

Q. What adjustment did RUCO make to the expense lag days for Property Taxes?

A. The Company's proposed 206.82 lag days for property tax payments. RUCO used 212 lag

days.

Q. Wby did RUCO use 212 lag days?

A.

November 1, 2021

2022.

The 212 days are the typical property tax lag days approved by the Commission. I t

represents the most balanced approach for customers and utilities. Since a company has

discretion when it pays its property taxes and that discretion can affect the outcome of a

lead-lag study, typically the property tax payment date used for ratemaking purposes will

be the latest date possible that will not incur any type of penalty (e.g. a late payment penalty).

For ease of discussion, I will use a calendar year to measure the lag days. The first half of

2021 property taxes become delinquent after and the second half

becomes delinquent after May 1, The lag days are calculated as follows:

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Pa rent Date
1 1/1/202 l

5/1/2022

Mid pint of 202 I
7/2/2021
7/2/202 l

First Half Becomes Delin rent After Nov 1st
Second Half Becomes Delin rent After Ma 1st

Dividedb

L a  D a  s

122.00

303.00
425.00

2
212.50 Avers ePro or Tax La Do s

_ _ _ g.
|

I
_ _ j_ j_ _ \

21

5 Measured from the midpoint of service.
6 Measured from the midpoint of service.
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What adjustment did RUCO make to Interest on Customer Deposits?

1

2

3

4

Interest Expense on Customer Deposits

Q.

A. The Company has proposed zero lag days for interest on customer deposits. RUCO

increased the number of expense lag from 0 to 182.50.

5

6 Q. How did RUCO calculate the 182.50 lag days"

A.7

8

9

10

RUCO calculated the 182.50 expense lag days by assuming that the Company made one

interest payment at the end of 12 months (i.e., on December 3 l 5'). The midpoint of the year

is June 30. The expense lag is measured from the midpoint to the payment date. The lag

for the interest on customer deposit payment is found by measuring the number of days from

the midpoint of the year (i.e., June 30th ) to December 3 1st, which is 182.5 days (i.e., 365

days + 2 billing periods = 182.5 days).

II

12

13

14 Interest Expense on Long-Term Debt

Q. What adjustment did RUCO make to Interest Expense on Long-Term Debt?15

16 A. RUCO increased the lag days from 90.60 to 91 .25 in order to reflect the latest payment date

possible that will not incur any type of penalty (e.g. a late payment penalty).

Q. How did RUCO calculate the 91.25 expense lag days?

A.

17

18

19

20

21

22

23

24

25

26

RUCO calculated the 91.25 expense lag days by assuming that the Company made one

interest payment at the end of the first six months of the year on June 30th and another

interest payment at the end of the last six months of the year on December 3 1st. The

midpoint of the year is June 30th. The expense lag is measured from the midpoint to the

payment date. Since the first payment is made on the same date as the midpoint of the year,

the lag is 0 days. The lag for the second payment is found by measuring the number of days

from the midpoint of the year (i.e., June 30th ) to December 3 1st, which is 182.5 days (i.e.,

_19-
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365 days + 2 billing periods = 182.5 days). Consequently, averaging the lag days for the

two payments results in an average lag of9l.25 days [i.e. (0 days +l82.5 days) + 2 = 91 .25

days] for interest expense.

l
2

3

4

Q, Did RUCO make any other adjustments?

A.

5

6 Yes, RUCO reflected RUCO's recommended operating expenses as shown on RUCO

Schedule II, page 3 of4.

Q. What is RUCO's recommendation concerning cash working capital?

7

8

9

10 A. RUCO recommends decreasing cash working capital by $1,005,564 as shown on RUCO

Schedules 5 and 11.11

12

13

14

Rate Base Aajustment No. 5 - Regulatory Assets and Related Accumulated Deferred Income Taxes

("ADIT") Adjustment

15

16

Q. What amount is TEP proposing for new regulatory assets and the related ADIT

adjustment?

A. The Company is proposing $35,392,313 for new regulatory assets and $(7,724,585) for the

related ADIT adj vestment as shown on RUCO Schedule 5.

Q, Did RUCO make any adjustments?

A. Yes, RUCO removed the $35,392,313 for the new regulatory assets and $(7,724,585) for

the related ADIT adjustment as shown on RUCO Schedules 5 and 12 consistent with

RUCO's recommendation that these costs be reflected in a balancing account with no

"return on" any portion of these expenditures and amortized and recovered over time

through operating expenses as discussed by Mr. Bentley Erdwurm.

17

18

19

20

21

22

23

24

25

26
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v. OPERATING INCOME

Operating Income Aajustment No. 10 - Depreciation and Amortization Expense

Q. What adjustment did RUCO make to depreciation and amortization expense?

A. For depreciation expense, RUCO removed the depreciation expense related to the post-test

year plant routine plant and post-test year plant retirements.

Q. Does RUCO have any concerns about the 8-year depreciation recovery period for the

Springerville plant?

A. No, RUCO does not have any concerns at this time.

What is RUCO's recommendation?Q.

A. RUCO recommends decreasing depreciation and amortization expense by $35,203,991, as

shown on RUCO Schedules 13 and 24.

Q. Does your silence on any of the issues, matters, findings, or lack of adjustment to and

for other ratemaking components addressed or not in your testimony of any of the

witnesses for the Company constitute your acceptance of their positions on such issues,

matters or findings in future rate proceedings?

A. No, it does not.

Q. Does this conclude your direct testimony?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22 A. Yes, it does.
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TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUC()'s 3rd SET OF DATA REQUESTS .-

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

September 19 , 2022

RUCO 3.06

Lead-Lag Study, "()" Expense Lag Days - Refening to Schedule B-5, page 3 of 3, please explain
why the Company is proposing "O" expense lag days for Property Insurance, Injuries and
Damages, and Interest on Customer Deposits.

RESPONSE:

TEP used "O" Expense Lag Days for Property Insurance and Injuries and Damages because these
involve primarily prepayments, and the effects of prepayments are incorporated into rate base as
a separate line item (Schedule B-5, page l of 3, Line 4). Similarly, because customer deposits
are a separately stated reduction to rate base, no expense lag days were computed for interest on
customer deposits.

RESPONDENT:

Rigo Ramirez

WITNESS:

Jason Rademacher
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ATTACHMENT 2

Company Data Request UDR WKC-1.001



REDACTED

ATTACHMENT3

RUCO Data Request No. 8.01



REDACTED

ATTACHMENT 4

Company Data Request UDR ECB-1 .015



ATTACHMENT 5

RUCO Data Request No. 3.09



TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO
RUC()'s 3rd SET OF DATA REQUESTS .-

2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET no. E-01933A-22-0107

September 19 , 2022

RUCO 3.09

Lead-Lag Study, Pension Expense and Post Retirement Benefits Other than Pensions ("PBOP")
- Please state whether Ol not the Company includes Pension Expense and PBOP in its lead-lag
study. If so, please state the expense lag days used for each.

RESPONSE:

Pension expense and Post-Retirement Benefits Other than Pensions are included in the lead-lag
study. The expense lag days used for each expense is -4.76.

RESPONDENT:

Rigo Ramirez

WITNESS :

Jason Rademacher
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EXECUTIVE SUMMARY

RUCO recommends that the Commission reject TEP's proposed Resource Transition Mechanism
("RTM") but retain its Environmental Compliance Adjuster ("ECA"). TEP has requested that the
ECA be retained in the event that the Commission rejects the proposed RTM.

RUCO recommends the Commission accept TEP's proposal to eliminate the Renewable Energy
Standard Tariff ("REST") and its surcharge and to collect REST-related costs through base rates.

RUCO recommends the Commission accept TEP's proposal to eliminate the Demand Side
Management ("DSM") adjuster. Additionally, TEP has requested the Commission facilitate
recovery of TEP's DSM costs by authorizing a DSM regulatory asset upon which the Company
would earn a return equal to its weighted average cost of capital ("WACC") on the regulatory
asset. RUCO recommends against these items being added to the rate base as a regulatory asset.
Rather, RUCO recommends that these DSM costs be reflected in a balancing account with no
"return on" allowed on any portion of these DSM costs. These DSM costs should be amortized
and recovered over time and treated as expense-type items.

TEP proposes the Commission authorize regulatory assets to facilitate recovery of costs associated
with EV Infrastructure and San Juan Materials and Supply, with "return on" any capitalized portion
at the Company's WACC. As with DSM, RUCO recommends against these costs being reflected
in the rate base as a regulatory asset. Rather, RUCO recommends that these costs be reflected in a
balancing account with no "return on" any portion of these costs. These costs should be amortized
and recovered over time and treated as expense-type items.

To properly recognize cost-causation principles, RUCO recommends the Commission allocate less
rate case expense to residential customers and allocate more to non-residential customers. This
cost reallocation lowers residential rates, assuming other factors are held constant.

RUCO recommends that the Commission accept TEP's proposal to increase the residential
customer charges by $2.00 per month.

Finally, RUCO recommends the Commission approve the rates shown in Attachment DBE-l,
which conform to RUCO's recommended revenue requirement for TEP and reflect RUCO's
recommended reallocation of rate case expenses.

1

2
3
4
5
6
7
8
9

10
II
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
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1 I. INTRODUCTION

2 Q. Please state your name, place of employment, position, and business address.

3 A.

4

5

My name is Bentley Erdwurm. I am a Public Utility Analyst V for the Residential Utility

Consumer Office ("RUCO"). My business address is I 110 W. Washington St., Suite 220,

Phoenix, Arizona 85007.

6

7 Q. Please describe your professional experience and educational background.

A.8

9

10

11

12

13

14

15

I joined RUCO in January 2021. I have over forty years of utility industry experience

focused on cost allocation, rate design, revenue and load forecasting, and financial and

statistical analysis. I have testified as an expert witness for regulatory agencies (Texas

Public Utility Commission, Arizona Corporation Commission, and Idaho Public Utilities

Commission) and for utilities in Alabama, Arizona and California. I also teach statistics as

an adjunct instructor for the Department of Information Technology and Supply Chain

Management at Boise State University. I earned my B.A. in Economics from the University

of Dallas and my M.S. in Economics from Texas A&M University.

16

17 Q. Please summarize TEP's key rate design proposals and RUCO's recommendations to

18 the Commision for these proposals.

19 A.

20

21

22

23

24

25

26

Resource Transition Mechanism ("RTM") & Environmental Compliance Aayuster

("ECA"): First, my testimony addresses TEP's proposal to implement its RTM, which is a

"mega" adjuster mechanism that would recover from ratepayers the substantial costs of

TEP's planned investments to transition to a more sustainable, cleaner resource mix. The

RTM is a significant departure from traditional ratemaking. TEP plans to spend hundreds

of millions of dollars to move toward a greener energy future, expenditures that dwarf what

TEP heretofore has spent on programs like DSM and REST that have been recovered

through adjuster mechanisms. What is important to keep in mind is that historically adjuster

|-
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1

2

3

4

5

6

7

8

mechanisms are the exception to fair value in Arizona, not the rule. As explained in more

detail below, adjuster mechanisms should only be used in extenuating circumstances such

as where the Company is dealing with costs that are very volatile or outside the utility's

control and might cause significant financial harm to the utility if there was not such a

mechanism in place. RUCO urges the Commission to reject the RTM as an unwarranted

deviation from traditional ratemaking that would apply to a significant portion of TEP's

capital budget. Justification ofRUCO's position, including a discussion of why RTM harms

ratepayers' interests is presented in testimony below.

9

10

11

12

13

TEP has requested that if the Commission rejects RTM, then the existing ECA be retained.

RUCO recommends the Commission retain the ECA given that it has previously been

approved by this Commission. Both the RTM and the ECA are addressed in the direct

testimony of Company witness Mr. Dallas Dukes.

14

15

16

17

18

19

Renewable Energy Standard Tars ("REST"): Second, my testimony addresses TEP's

proposal to eliminate the REST and its surcharge and to collect REST-related costs through

base rates. (TEP's response to RUCO's DR 2.09). TEP proposes the establishment of a

deferral account to track costs above or below test-year levels, with subsequent true-up in

future rate cases. This issue is addressed by Mr. Dukes in his direct testimony.

20

21

22

RUCO recommends that the Commission accept TEP's proposal to eliminate the REST and

its surcharge and to collect REST-related costs through base rates. TEP's REST proposals

23

24

conform to previously-expressed Commission positions supporting a reduction in the

number of adjusters.

25
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1 Demand Side Management ("DSM") surcharge: Third, my testimony addresses TEP's

2

3

proposal to eliminate the DSM surcharge. To conform to previously-expressed Commission

the number of adjusters, RUCO recommends the

4

positions supporting a reduction in

Commission accept TEP's proposal to eliminate the DSM adjuster.

5

6

7

8

9

10

II

12

13

Additionally, TEP has requested the Commission facilitate recovery of TEP's DSM costs

by authorizing a DSM regulatory asset upon which the Company would eam a return equal

to its weighted average cost of capital ("WACC") on any capitalized portion of this

regulatory asset. RUCO believes that DSM costs should be treated as expenses for

ratemaking purposes, therefore, RUCO recommends against allowing a "return on" any

portion of DSM costs. RUCO's justification for an expense-type treatment for DSM-related

items and the consequences of this treatment are addressed in testimony below. This DSM

issue is addressed by Mr. Dukes in his direct testimony.

14

15

16

17

Electric Vehicle ("E V") Infrastructure In vestments and San Juan Materials and Supply:

Fourth, my testimony addresses TEP's proposal to establish regulatory assets for Electric

Vehicle Infrastructure Investments and San Juan Materials and Supply. As with DSM, TEP

18 for Electric Vehicle Infrastructure

19

proposes that its WACC apply to regulatory assets

Investments and San Juan Materials and Supply.

20

21

22

23

24

25

26

As with DSM, RUCO believes that costs related to EV Infrastructure and San Juan Materials

and Supply should be treated as expenses for ratemaking purposes, therefore, RUCO

recommends against allowing a "return on" any portion of these items. RUCO'sjustification

for an expense-type treatment for these items and the consequences of this treatment are

addressed in testimony below. EV Infrastructure and San Juan Materials and Supply issues

are addressed by Mr. Dukes in his direct testimony.
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1

2

3

4

5

6

7

8

Rate Case Expenses:Fifth, my testimony addresses TEP's allocation of60% ofits proposed

$1,270,000 (i.e., $762,000) in rate case expenses to residential customers. RUCO believes

the 60% residential allocation is excessive and inconsistent with cost-causation principles.

This testimony explains flaws in TEP's proposed rate case expense allocation and RUCO's

justification for recommending the Commission reduce the residential rate case expense

allocation to 30% of these expenses (i.e. $381,000). The difference in the Company-

proposed allocation of rate base expenses to residential customers and the RUCO-

recommended allocation is $381,000 ($762,000 - $38 l ,000).

9

10

II

12

13

14

15

16

Residential Customer Charge Increase: Sixth, TEP proposes to increase monthly

residential customer charges by $2.00. RUCO recommends that the Commission accept

TEP's proposal to increase the residential customer charges by $2.00 per month because

this results in a more cost-based rate design that better allocates costs to the customers who

cause the costs to be incurred. Moreover, the customer charge increase causes residential

usage charges to decrease, other things held constant. Further explanation for RUCO's

support of the customer charge increase is provided in testimony below.

17

18

19

20

21

22

23

24

RUCO Recommended Rates: Finally, RUCO recommends that the Commission accept

RUCO's recommended rates, as shown in Attachment DBE-1. RUCO's recommended rate

design generally follows the methodology proposed by the Company. RUCO's

recommended rates differ from the Company-proposed rates primarily due to differences in

the Company-proposed and RUCO-recommended revenue requirements. The only

deviation from the Company's methodology is to reallocate $381,000 of rate case expenses

from residential customers to non-residential customers.

25

4_
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1

2

3

4

RUCO supports the Company's overall rate design methodology because it is easy to

understand, adequately cost-based and places cost responsibility on cost-causers. RUCO

believes that the proposed rate design also offers the Company a reasonable opportunity to

recover the costs of providing service.

5

6 RUCO presents typical bill impacts in Attachment DBE-2.

7

II.8 RESOURCE TRANSITION MECHANISM (RTM) AND ENVIRONMENT

9

10 Q.

COMPLIANCE ADJUSTER (ECA)

Please further elaborate on why RUCO characterizes RTM as a significant departure

11 from traditional ratemaking.

A.12

13

14

15

16

17

18

19

20

21

22

TEP's proposed RTM is an adjuster mechanism. Adj uster mechanisms are an exception to

the constitutional requirement for the Commission to find fair value when setting rates. This

issue was addressed in Scales v. Arizona Colporarion Commission, 118 Ariz. 531, 535. 578

P.2d 612, 616 (App. 1978). While I am not an attorney, and offer no legal opinions, I have

testified as an expert witness in the utility industry for over forty years and I understand the

general implications of Scales. The Scales Court noted that permissible adjuster

mechanisms allow rates to adjust for variations in "certain and narrowly defined operating

expenses." TEP's proposed RTM would recover hundreds of millions of dollars of capital

expenditures, which is impossible to characterize - as "certain and narrowly defined

operating expenses." (Emphasis added.) The proposed RTM would recover significant

portions of TEP's capital budget, not just items treated primarily as expenses for regulatory

23 accounting purposes.

24

25

26

Moreover, the RTM would allow TEP regular and repeated rate increases outside of a rate

case, specifically to fund the transition to a greener resource base. This constitutes single

-5-
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1

2

3

4

5

6

7

8

9

10

11

12

issue ratemaking. Single-issue ratemaking occurs when utility rates are adjusted, or costs

deferred, in response to a change in a cost item considered in isolation from countervailing

factors such as increases in revenues or decreases in other expenses. From the ratepayers '

perspective, single-issue ratemaking is biased and undesirable because it precludes

opportunities - available through the rate case process - to identify efficiencies, process

improvements or any other changes in revenues and/or costs that could help offset the rate

impacts associated with the "single issue." To mitigate the adverse consequences of single

issue ratemaking on utility customers, adjuster mechanisms should only be used in

extenuating circumstances such as where the utility is dealing with costs that are very

volatile or outside its control. Fuel and purchased power costs for electric utilities are often

recovered through a fuel adjustment mechanism because these items are often viewed as

volatile, often unpredictable, and to a varying extent beyond the control of the utility.

13

14

15

16

17

18

19

20

21

RTM applies to the costs of investing in a green portfolio, and these costs are clearly in the

Company's control. Moreover, the risk involved is in the Company's control, and this risk

justifies a portion (in excess of the risk free rate) of the utility's return on investment in

traditional ratemaking. The Company now wants to change this dynamic by shifting the risk

to ratepayers while still earning a return on this shifted risk - risk that would be borne by

ratepayers if RTM is approved. RTM represents a substantial deviation from traditional

ratemaking, differs substantially from the type of adjusters unopposed in past proceedings

by RUCO (e.g., fuel adjusters), and should be rejected by this Commission.

22

23 Q. Wby do utility companies support adjuster mechanisms to recover the costs of capital

24 projects?

A.25 Adjuster mechanisms designed to recover significant capital investments advance the

26 narrow self-interests of utilities by bypassing the traditional rate case process for plant

_6_
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1

2

3

4

additions, which means (1) more risk shifting from utilities to their customers, as described

above, (2) less regulatory oversight and review, (3) less stakeholder input, and (4) reduced

regulatory lag. Regulatory lag is the time between when a utility makes an investment and

cost recovery begins.

5

6

7

8

9

10

I

Under traditional ratemaking, the Commission authorizes the addition of utility plant to the

Company's rate base only making "used and useful" and prudency determinations in a

rate case proceeding. A rate case provides opportunities for multiple parties to ask critical

questions, prepare analyses and articulate positions, and if necessary, debate the prudency

and "used and useful" characterization of pending plant additions. In a rate case, sworn

witnesses must face cross examination and defend their positions. The truncated review

12 process for adjusters simply does not provide the same opportunity for rigorous

13 examination.

14

15

16

17

18

Typically, an adjuster filing follows a Plan of Administration ("POA") procedure, which

usually consists of an application to Staff with a relatively short mandated response time.

Parties are extremely challenged to vet the application and independently determine if the

true-ups/adjustments are accurate and if counterbalancing offsets have been fully explored.

19 Economic entities whether utilities, non-regulated businesses, or consumers - generally

20

21

22

23

respond to their operating environments. Because adjuster mechanisms provide less

regulatory oversight than the rate case process, among other reasons, they are attractive to

utilities. However, as mentioned in the Spares case, a "piecemeal approach" to ratemaking

is "fraught with potential abuse" and serves "...both as an incentive for utilities to seek rate

24

25

26

increases when cost in a particular case rise, and as a disincentive for achieving

countervailing economies in the same or other area of their operations." Scales v. Arizona

Corporation Commission, 118 Ariz. 531, 534. 578 P.2d 612, 615 (App. 1978).

-7-



Direct Testimony of Bentley Erdwurm
Tucson Electric Power Company
Docket No. E-01933A-22-0107

1

2

3

4

RUCO is not suggesting that any of TEP's adjusters are being abused, but warns that they

could be abused. RUCO strongly recommends that the Commission exercise caution by

assuming there is a reasonable risk that reduced regulatory oversight could harm the

interests of ratepayers.

5

6

7

8

9

The traditional rate case process is fair to both the utility and its customers. It allows the

utility to recover its costs - both return of (depreciation) and return M investment. The

Commission's oversight efforts - its "used and useful" and prudency determinations -

protect the ratepayers' interests.

10

11 Q.

12

13

TEP has noted that the Commission reviewed future resource plans in the Company's

Integrated Resource Plan ("IRP") filings. Can this review substitute for "used and

useful" and prudency determinations in a rate case proceeding?

14 A.

15

16

No. The Commission only acknowledges RP filings. There is no "acceptance" or

"approvaL" This important distinction has been made clear by both Staff in its RP

comments and by the Commission.

17

18 Q. Will Commission rejection of the RTM place TEP in financial distress?

19 A. No. TEP did not claim that rejection would result in financial distress.

20

21 Q. Will rejection of the RTM impede TEP's progress in moving toward a greener, less

carbon intensive resource base?22

A.23

24

25

It should not. TEP has been granted an exclusive right to serve its certificated area, and with

that privilege comes an obligation to move toward an optimal resource base. It should be

unnecessary to have to provide extraordinary rate treatment to incent TEP to act in its

_8-
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1

2

customers' interests. Traditional rate cases provide ample opportunities for TEP to earn a

fair return of and return on invested capital.

3

4

5

6

7

8

9

10

The rejection of the RTM would also facilitate more thoughtful and purposeful Commission

oversight regarding the speed and direction of the transition from fossil fuel generation to

greener alternatives. RUCO believes these policy decisions should be revisited periodically

through the rate case process. Circumstances change and the extra time afforded in rate

cases allows for more informed decision making. For example, disruptive technologies such

as hydrogen may affect the economic viability of current EV applications, thus impacting

cost recovery for EV infrastructure. Unforeseen changes in the relative costs of small scale

I

12

nuclear, wind, solar and transmission assets may drive a much different capital expansion

plan. RUCO is also concerned about the

13

possibility of stranded costs resulting from

disruptive technologies. Finally, as discussed extensively above, rate case review is the

14

15

16

proper approach to meet the constitutional requirement for the Commission to find fair value

when setting rates. Costs can be effectively recovered through traditional ratemaking and

there is no need for extraordinary ratemaking - specifically the RTM - at this time.

17

18 Q. Should adjusters apply to Company-owned capital projects?

19 A.

20

21

22

No. As discussed above, Seates favored limiting adjuster mechanisms to expense-type

items, not capital items, which, unlike operating expenses, must be determined in a rate case

to be used and useful and prudent prior to inclusion in rate base and cost recovery. Adj usters

should function as passthrough mechanisms that facilitate more immediate cost recovery of

23

24

narrowly defined operating expenses. Expense treatment dictates that adjusters should

exclude a "return on" component.

25

-9-
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1 Q.

2

3

You stated above that the adjusters reduce regulatory lag, which is the time between

when a utility makes an investment and cost recovery begins. Is this also true for TEP's

proposed RTM

4 A. Yes. TEP's proposed RTM will result in bill increases sooner than under traditional

5 ratemaking.

6

7 Q. Why do you believe that RTM will result in bill increases sooner?

A.8

9

10

11

12

13

14

TEP's President and Chief Executive Officer, Ms. Susan Gray, describes a situation where

customers see rate increases sooner in her direct testimony. She states: "The proposed

Resource Transition Mechanism ("RTM") would facilitate development of cleaner, less

carbon intensive resources at costs that would be passed along gradually to customers,

avoiding rate shocks that could result from allowing such costs to accumulate between rate

cases." (Direct testimony of Susan Gray, page 5, lines 13-17). Avoiding the "accumulation

between rate cases" means accelerating the cost recovery process as well as the amount of

15 cost as already explained.

16

17

18

19

20

21

22

23

24

25

Additionally, TEP's response to RUCO's Data Request 2.06 describes a simplified scenario

where a revenue requirement collected from customers with RTM is compared to a revenue

requirement without RTM over a four year period, with Year 4 corresponding to the filing

of a rate case. l.n all four years the revenue requirement without RTM is less than or equal

to the revenue requirement with RTM, which means that in this example ratepayers NEVER

pay more for service without RTM. Yet in two of the four years (Years 2 and 3), the RTM

revenue requirement exceeds the revenue requirement without RTM. Keep in mind that this

is TEP's example, not RUCO's. A copy of TEP's response to RUCO's DR 2.06 is included

with this testimony as Attachment DBE-3 .
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1

2

Based on Ms. Gray's testimony and TEP's response to DR2.06, it is clear that TEP believes

that its proposed RTM will result in bill increases sooner than under traditional raternaking.

3

4 Q,

5

Ms. Gray states that "Customers clearly benefit from the more gradual bill increases

that would result" from RTM. (Susan Gray Direct Testimony, page 5). Please

6 comment on her statement.

7 A.

8

9

10

11

12

13

14

15

16

17

The "more gradual bill increases" description cited by Ms. Gray DOES NOT support

Commission approval of RTM. The reason is simple: Based on TEP's own testimony and

data request responses, cited above, TEP does not provide a single example where RTM

results in lower bills over the four year period after RTM implementation. TEP has only

provided examples where rates are higher with RTM. While there may be some appeal to

ratepayers for some general notion of "gradualism", characterized by multiple small rate

increases rather than one larger one, the appeal evaporates in this specific case of RTM

because bills under RTM over the next four years are ALWAYS greater than or equal to

bills without RTM. Moreover, as explained above, legitimate offsets to costs normally

contemplated in traditional ratemaking are not considered as part of the single issue

ratemaking process. The result is higher overall rates - which counters the benefits of

18 gradualism.

19

20

21

22

23

24

25

In past cases where the Commission cites "gradualism" as a ratemaking objective, the term

is used much differently than when TEP has used it (or similarly, phrases like "more gradual

bill increases") in this case. In my experience, the Commission cites "gradualism" as a rate

design objective only when rates are lower than they would be without the application of

"gradualism." I cannot recall a single instance where a Commission decision celebrates a

higher rate and cites "gradualism."
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1

2

3

4

5

6

An example of the type of "gradualism" cited in Commission decisions is found in the

Commission's Decision No. 78644 (dated July 27, 2022) for Global Water, approving the

three-year phase in of rates for Global's Eagletail, Tonopah and Turner Ranches service

areas. For the first two years these rates are in effect, they are designed to collect less than

the authorized revenue requirement, with full recovery delayed until the third year.

Gradualism is an ambiguous term and does not always benefit the ratepayer.

7

8 Q,

9

Are you surprised that RTM never decreased bills over the four-year period cited in

TEP's response to RUCO's DR 2.06?

10 A.

11

12

13

14

No. As described above, an adjuster designed to recover the significant capital cost of

moving to a greener resource mix constitutes the type of single issue ratemaking thatScales

cautioned against. The proposed RTM accelerates cost recovery associated with moving to

the greener resource mix (the single issue), which tends to increase bills. Yet RTM precludes

opportunities for consideration of the type of counterbalancing offsets that rate cases offer.

15

16

17

Additionally, RUCO is concerned that adjusters historically have been subject to

over/under-collection, and there is no reason to believe that these issues would not also arise

18

19

with the RTM. The true-ups associated with over/under-collections can create rate volatility

and undermine the type of rate stability and "gradualism" that the Commission seeks.

20

21 You mentioned above that the Commission has indicated its desire to see TEP reduceQ.

22 the number of adjusters. Please comment on whether TEP's proposed RTM addresses

the Commission's concerns.23

A.24

25

26

With respect to reducing the number of adjusters, RUCO believes RTM is a step in the

wrong direction. Any claim to addressing the Commission's concerns rings hollow ifTEp's

remedy is to replace several current adjusters (e.g., REST, DSM, and ECA) with the RTM

_12-
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1

2

3

4

5

"mega" adjuster. While technically, it is true that the number of adjusters is reduced,

approval of the RTM would make TEP's ratemaking process even more adjuster-driven and

more susceptible to the pitfalls of single issue raternaking, as described in Scales. As

mentioned above, costs recovered through RTM would dwarf what TEP heretofore has

spent on programs like DSM and REST.

6

111.7

8 Q,

9

RENEWABLE ENERGY STANDARD TARIFF (CGRESTSQ)

Why is RUC() recommending Commission approval of TEP's proposal to eliminate

the REST and its surcharge and to collect REST-related costs through base rates?

A.10

11

12

13

14

The Commission has expressed its desire in past proceedings to see TEP reduce the number

of adjusters. TEP is not requesting the establishment of a regulatory asset for REST-related

costs. TEP will track costs above or below test-year levels, with subsequent true~up in rate

case proceedings. RUCO believes that TEP's proposal conforms to past positions expressed

by the Commission to reduce the number of adjusters.

15

Iv.16

17 Q.

18

DEMAND SIDE MANAGEMENT ("DSM") SURCHARGE

Above, you indicated that RUCO recommends the Commission accept TEP's proposal

to eliminate the DSM adjuster, conditioned on DSM costs being treated like expense

19 items for ratemaking purposes. Please explain RUCO's justification for its

recommendation.20

21 A.

22

23

24

25

26

Elimination of the DSM adjuster conforms to past positions expressed by the Commission

to reduce the number of adjusters. As with REST, RUCO agrees with TEP's proposal to

eliminate the adjuster. However, RUCO recommends that the Commission reject TEP's

proposal for a DSM regulatory asset upon which the Company would earn a return equal to

its WACC on any capitalized portion of the regulatory asset. RUCO recommends balancing

accounts for these costs, recovered as expense items and amortized over time. Because the
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1 items are treated as expenses under RUCO's recommendation, there is a dollar for dollar

2 "return of" the entire cost but not a "return on" the cost.

3

4

5

6

7

8

DSM expenditures fund successive three-year DSM programs. Given the relatively short

duration of these programs, expense treatment is appropriate. Also, Company

representatives have indicated in informal discussions that most of the DSM items being

considered are expense-type items. Treating DSM costs as expenses will exclude a "return

on" investment component and will therefore result in lower bills for ratepayers.

9

v.10 REGULATORY ASSET _ EV INFRASTRUCTURE INVESTMENTS & SAN JUAN

II MATERIALS AND SUPPLY

12 Q,

13

Has TEP proposed regulatory assets for EV Infrastructure Investments and San Juan

Materials and Supply - similar to their DSM regulatory asset proposal?

14 A.

15

16

17

Yes. As with DSM, TEP is proposing that these regulatory assets eam a return equal to its

WACC on any capitalized portion of the regulatory asset. As with DSM, RUCO

recommends balancing accounts for these costs, recovered as expense items and amortized

over time. Because the items are treated as expenses under RUCO's recommendation, there

is a "return of" the entire cost of the EV Infrastructure Investments and San Juan Materials18

19 and Supplies, but no "return on" component.

20

21

22

23

24

25

26
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1 VI. RATE CASE EXPENSES

2 Q.

3

4

5

Please explain why the allocation of rate case expense to residential customers should

be reduced from approximately 60% of the $1,270,000 expense ($762,000), as proposed

by TEP, to 30% of the expense ($381,000), as recommended by RUCO, which is a

difference of $381,000.

6 A.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

TEP allocates rate case expense in its class cost of service study ("CCOSS") using its

composite allocator "OMXFXAG". This allocator is used to allocate certain administrative-

type expenses that could serve multiple functions. I have seen this type of composite

allocator used many times in past rate case proceedings - for different utilities - to allocate

administrative-type expenses. However, in this instance it is not appropriate for allocating

rate case expenses because it does not capture what drives TEP's rate case expenses.

Specifically, the OMXFXAG allocation approach fails to recognize that heightened

intervention activity in TEP rate cases by numerous stakeholders (by Arizona standards) is

driving relatively high rate case expenses (again, by Arizona standards) compared to other

large investor owned utilities in the state. This intervention activity is not performed at the

behest of TEP's residential customers, it does not serve their interests, and residential

customers should not be paying for it. It is not a reasonable expense. RUCO recommends

that the Commission adjust the residential allocation downward from TEP's proposed 60%

to 30%, a portion that will bring TEP's rate case expense per customer more in line with

rate case expenses for other large investor-owned utilities in Arizona. For comparison,

RUCO notes that on a dollars per customer basis, TEP's proposed rate case expense (around

$2.90 per customer) is significantly higher than the comparable value for rate case expense

approved in the case filed by Southwest Gas on May 1, 2019 (Docket No. G-01551A-l9-

0055), less than $0.55 per customer, after adjusting for inflation.

25
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1 Q. Has RUCO accounted for its recommended reallocation of rate case expenses in its

2 rate recommendations?

A.3 Yes. The rates shown in Attachment DBE-l reflect RUCO's recommended shift of

4

5

6

7

$381,000 of TEP's proposed rate case expenses from residential customers to non-

residential customers. The $381,000 is the difference between TEP's proposed residential

rate case expense allocation ($762,000) and RUCO's recommended residential rate case

expense allocation (8838 l ,000).

8

9 VII.

10 Q,

$2.00 INCREASE IN MONTHLY RESIDENTIAL CUSTOMER CHARGES

Why does RUCO recommend that the Commission approve TEP's proposed $2.00

II increase in the customer charge?

12 A.

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The customer charge increase is cost-based. Increasing the customer charge also results in

a lower usage charge, other things constant. A residential customer charge for electric

service should cover the incremental cost of providing that service. At a minimum, the

customer charge should cover costs related to metering, meter reading, billing, customer

service and the service drop. I have referred in the past to limiting customer charges to these

items as a "bare-bones" approach to customer charge determination. It's a bare bones

approach because it covers only the incremental cost of making service available to a

customer. TEP's proposed charge, including the $2.00 monthly increase, is less than this

incremental cost. If the customer charge is too low (significantly lower than incremental

cost), customers who use little or no electricity are subsidized by other customers on the

system. A failure to follow cost-based ratemaking would allow customers who already have

the lowest bills to be subsidized by others who use more electricity and have higher bills.

In RUCO's view that is an undesirable outcome. Also, from a policy perspective, setting

customer charges too low will adversely affect users with higher than average usage -

possibly resulting from being a household with more members (larger families) or from
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living in older, substandard housing with inadequate insulation, leaky ductwork, or

inefficient HVAC equipment.

VIII. PROPOSED RATE SCHEDULES AND BILL COMPARISONS

Q. Has RUC() prepared a schedule of proposed rates?

A. Yes. Please see Attachment RD-DBE-l. The rate structure follows the Company proposal

with rates scaled to conform to RUCO's proposed revenue requirement.

Q. Has RUCO prepared bill comparisons between current rates, Company-proposed

rates, and RUCO recommendations?

A. Yes. Please see Attachment RD-DBE-2.

Q. Does this conclude your direct testimony

1

2

3

4

5

6

7

8

9

10

I I

12

13

14 A. Yes, it does.
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EXECUTIVE SUMMARY

RUCO recommends that the Commission adopt a 6.74 percent overall rate of return for Tucson
Electric Power Company ("TEP," or "Company"), based upon (i) a capital structure comprised of
45.68 percent Long-Term Debt and 54.32 percent Common Equity, (ii) a 3.82 percent cost of
Long-Term Debt, and (iii) RUCO's recommended 9.20 percent cost of common equity, as shown
below:

1
2
3
4
5
6
7
8

Cost
3.82 %
9.20 %

Weight
45.68 %
54.32 %

Weighted Cost
1.75 %
5.00 %

Long-Term Debt
Common Equity

6.74 %Overall Rate of Return

RUCO obtained Common Equity cost estimates for a proxy group of fifteen (15) sample
companies from two cost of equity estimation models: the Constant Growth Discounted Cash Flow
Model ("DCF"), and the Capital Asset Pricing Model ("CAPM"). The range of estimates obtained
from each of the two models employed by RUCO are as follows:

9
10
II
12
13
14

Cost of Equity Estimation Model
Constant Growth Discounted Cash Flow ("DCF")
Capital Asset Pricing Model ("CAPM")

R2lI1£€
9. l9% .. 9.24% (9.2l% mid-point)
8.88% - 9.51% (9.20% midpoint)

As shown, RUCO obtained estimates from the Constant Growth DCF model ranging from 9. 19
percent to 9.24 percent, with a midpoint of9.21 percent. RUCO obtained CAPM estimates ranging
from 8.88 percent to 9.51 percent, with a midpoint of 9.20 percent.

TEP's proposed capital structure is less highly leveraged than the Proxy Group employed by
Company witness, Ms. Bulkley, and thus has less exposure to financial risk. In order to give
recognition to differences in financial risk exposure, RUCO obtained two CAPM estimates, (i) an
8.88 percent Hamada CAPM estimate at the Company-Proposed Debt Ratio (i.e., 45.68%), and
(ii) a 9.51 percent CAPM estimate at the Proxy Group Debt Ratio (i.e., 52.89%). RUCO concludes
that TEP's required cost of common equity lies within a range of8.88 percent to 9.51 percent (9.20
percent mid-point), based upon the Hamada CAPM at the Company-Proposed Debt Ratio (i.e.,
45.68%), and the CAPM at Proxy Group Debt Ratio (i.e., 52.89%). As shown below, RUCO's
recommended 9.20 percent cost of equity represents the arithmetic mean of the three estimates
obtained by RUCO's DCF and CAPM analyses.

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

Debt Ratio

Common Equity Cost Rate
9.21 %
9.51 %
8.88 %

Cost of Equitv Estimation Model
Constant Growth DCF
CAPM -- at Proxy Debt Ratio
CAPM - at Company-Proposed

9.20 %RUCO Recommended Cost of Common Equity
31
32
33

RUCO also calculates a Fair Value Rate of Return ("FVROR") for the Company. RUCO
recommends a return on the fair value increment ("FVI") of 0.00 percent. RUCO recommends a
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FVROR of 4.66 percent, based on a 0.00 percent FVI cost rate for Tucson Electric Power
Company.

RUCO will also demonstrate that the 10.25 percent common equity cost rate put forth by Tucson
Electric Power Company witness, Ms. Ann W. Bulkley, significantly overstates the Company's
actual cost of equity.

l

2

3
4

5

6

7
8
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I 1. INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 A.

4

5

My name is John A. Cassidy. I am a Public Utilities Analyst V with the Residential Utility

Consumers Office ("RUCO"). My business address is 1110 W. Washington Street, Suite

220, Phoenix, AZ.

6

7 Q. Please describe your educational background and professional experience.

A.8

9

10

11

12

13

14

15

16

17

I hold a Bachelor of Arts degree in History from Arizona State University, a Master of

Library Science degree from the University of Arizona, and a Master of Business

Administration degree with an emphasis in Finance from Arizona State University. I have

been awarded the professional designation Certified Rate of Return Analyst ("CRRA") by

the Society of Utility and Regulatory Financial Analysts ("SURFA") based upon experience

and the successful completion of a written examination. I have fifteen years of professional

regulatory work experience as a Public Utilities Analyst, both with RUCO and the Arizona

Corporation Commission ("ACC") Staff, and have testified in numerous rate proceedings

as a cost of capital witness before this Commission. Additionally, I have attended utility

related seminars sponsored by SURFA, the National Association of State Utility Consumer

18 Advocates ("NASUCA"), and the National Association of Regulatory Utility

19

20

Commissioners ("NARUC"). Attachment l contains a summary of my prior regulatory

work experience.

21

22 Q. Please state the purpose of your testimony.

A.23

24

25

The purpose of my testimony is to present RUCOls recommendations for the establishment

of a fair value rate of return. For purposes of establishing a fair value rate of return on its

invested capital in this proceeding, the Company has elected to use the average of its original

|-
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I

2

cost rate base ("OCRB") and its reconstruction cost new depreciation ("RCND") as its fair

value rate base ("FVRB").

3

4 Q, Will RUCO provide direct testimony on the rate base, operating income and rate

design issues in this proceeding?

A.

5

6

7

Yes. The Direct Testimony of RUCO witness Ms. Crystal Brown will address issues relating

to rate base, the Direct Testimony of Mr. Jeffrey Michlik will address the issue of operating

income, and the Direct Testimony offer. Daniel Erdwurm will address rate design, rate case

expense, and adjustor mechanisms.

8

9

10

11 II.

Q,

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Briefly summarize how your cost of capital testimony is organized.

A.

12

13

14

15

16

17

18

19

20

21

22

23

24

25

My cost of capital testimony is organized into ten (10) different sections as identified in my

"Table of Contents." In summary, I have derived cost of equity estimates obtained from

both the Constant Growth Discounted Cash Flow ("DCF") model and the Capital Asset

Pricing Model ("CAPM"). The DCF and CAPM are market-based cost of equity estimation

models, and both have consistently been employed by RUCO and ACC Staff in prior rate

proceedings. Additionally, the DCF and CAPM are methodologies which the ACC has

traditionally given the most weight when establishing authorized rates of return for utilities

operating within its Arizona jurisdiction. As will be discussed, RUCO's recommended cost

of equity in this proceeding represents the arithmetic mean (i.e., simple average) of the cost

of equity results obtained from the DCF and CAPM models, with recognition given to

CAPM estimates obtained at (i) the Proxy Group Debt Ratio, and (ii) a Hamada CAPM at

the Company-Proposed Debt Ratio. RUCO incorporates two CAPM estimates into its

analysis in recognition of TEP having less exposure to financial risk than the sample
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I

2

companies comprising the Proxy Group employed by Company witness, Ms. Anne E.

Bulkley.

3

4

5

6

7

8

Company witness Bulkley obtains cost of equity estimates from (i) the Constant Growth

DCF model, (ii) the CAPM, (iii) the Empirical Capital Asset Pricing Model ("ECAPM"),

and (iv) a Bond Yield Plus Risk Premium methodology ("RP" model). My testimony will

conclude with a brief discussion of Ms. Bulkley's cost of equity analyses and

recommendations, and how they serve to overstate the Company's actual cost of equity.

9

10 Q. Please summarize the cost of capital recommendations to be addressed in your

II testimony.

12 A.

13

14

15

16

17

Based upon the results of my cost of capital analysis, RUCO makes the following

recommendations: RUCO recommends that the Commission adopt a 6.74 percent overall

rate ofretum for the Company, based upon (i) a capital stnicture comprised of45.68 percent

long-term debt and 54.32 percent common equity, (ii) a 3.82 percent cost of long-term debt,

and (iii) a cost of common equity of 9.20 percent. RUCO's cost of capital recommendations

are as follows: 1

18
Weighted Cost

1.75 %
5.00 %

Cost
.82 %

9.20 %

Weight
45.68 %
54.32 %

Long-Term Debt
Common Equity

Overall Rate of Return 6.74 %

19

20

21

22

RUCO's recommended 9.20 percent cost of common equity is computed as the arithmetic

mean of estimates derived from the Constant Growth DCF and CAPM models. Details of

the computation of RUCO's recommended cost of common equity are summarized below:2

I See Schedule JAC -1 (Page 1).
2 See Schedule JAC-2.
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Common Equitv Cost Rate
9.21 %
9.51 %
8.88 %Debt Ratio

Cost of Equity Estimation Model
Constant Growth DCF
CAPM -- at Proxy Debt Ratio
CAPM - at Company-Proposed

9.20 %RUCO Recommended Cost of Common Equity

1

111.2 ECONOMIC PRINCIPLES APPLICABLE TO ARIZONA

3 Q.

4

What are the basic economic principles which apply in the determination of a fair rate

of return for regulated public utilities in Arizona?

5 A.

6

7

8

9

10

11

12

13

14

For regulated public utilities in Arizona, rates are established in a manner designed to allow

for recovery of the utility's costs, including capital costs. This is traditionally referred to as

"cost of service" ratemaking. Rates are established using the "rate base - rate of return"

concept, wherein utilities are allowed to recover specific operating expenses, taxes and

depreciation, and granted an opportunity to earn a fair value rate of return on the assets

utilized (i.e., fair value rate base) in providing service to ratepayers. Rate base is derived

from the asset side of the utility's balance sheet, while rate of return is developed from the

liability/stockholders' equity side of the balance sheet. The revenue impact of the cost of

capital in rates is determined by multiplying rate base by rate of return. In the instant docket,

RUCO is recommending an overall OCRB rate of return of 6.74 percent for TEP.

15

16 Q~ Is the Company proposing that its original cost rate base also be used as its fair value

17

18 A.

19

20

rate base ("FVRB")?

No. The Company proposes that the average of its OCRB and RCND rate bases be used as

its FVRB. As will be discussed, RUCO recommends a 4.66% return on the Company's

FVRB, based upon RUCO's recommended 0.00 percent Fair Value Increment ("FVI") cost

21 rate.

22

23
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I Q. What is the meaning of a "fair rate of return" when analyzing a rate case application?

2 A.

3

4

5

6 is an

7

8

9

From an economic standpoint, a "fair rate of return" is one which allows an efficient and

economically well managed utility the ability to maintain its financial integrity, attract

capital, and establish comparable returns for similar risk investments. These concepts are

derived from economic and financial theory and are generally implemented using financial

models and economic concepts. From a technical perspective, a "fair rate of return"

(after the fact) earned return on an asset base. Conversely, the cost of capital is an

(before the fact) expected, or required, return on a capital base. In regulatory

proceedings, the two terns are often used interchangeably.

10

I I Q.

12

As regulated entities granted natural monopoly status, are public utilities guaranteed

to earn their authorized rate of return"

A.13

14

15

16

17

18

19

20

21

22

No, they are not. Public utilities are afforded an opportunity to earn their authorized rate of

return, they are not guaranteed to eam the rate of return authorized in a rate case. Many

factors are involved in determining a rate of return. However, investments in new plant

assets made subsequent to a rate case and/or increases to operating expenses between rate

cases can have a negative impact on a utility's realized rate of return. Conversely, an

increase in revenues and/or a decrease in operating expenses can have a positive impact on

the earned rate of return. In the fanner scenario, a public utility will generally file for a rate

increase. In the latter scenario, should a public utility earn a rate of return in excess of that

approved by a utility commission, then the commission may instinct the utility to file a rate

application in order that new rates be established to provide rate relief to ratepayers .

23

24

25

26
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Iv.I GENERAL ECONOMIC CONDITIONS

2 Q.

3

Why are economic and financial conditions important in the determination of the cost

of capital for a regulated public utility such as TEP?

4 A.

5

6

7

8

9

10

Economic and financial conditions are important because the cost of capital, both fixed-cost

debt as well as common equity, is largely determined by current and fuhire economic and

financial conditions. At any given time, the cost of capital is influenced by each of the

following: (i) the level of economic activity (i.e., economic growth), (ii) the stage of the

business cycle, (iii) the rate of inflation, and (iv) expected future economic conditions. That

current and future economic and financial conditions largely determine the cost of equity is

consistent with the Court's ruling in the Blue field decision, which held that:

II
12
13
14

"[a] rate of return may be reasonable at one time, and become too high or
too low by changes affecting opportunities for investment, the money
market, and business conditions generally."Bluefield, 262 U.S. at 679.3

15

16

17

Measures of general economic indicators influencing the cost of capital are presented in

Schedule JAC-5 (Pages I-6).

18

19 Q Briefly describe the recent trends in economic conditions and their impact on capital

20 costs over the past thirty years?

A.21

22

23

24

25

From the early 1980's through the end of 2007, the United States economy experienced a

period of relative stability. This period was characterized by longer economic expansions,

small contractions, low and/or declining inflation, and declining interest rates and other

capital costs. In 2008 and 2009, however, the economy experienced a steep decline as a

result of the sub-prime mortgage lending crisis, and this had a negative impact on financial

3 Blue field Water Wo/ks and Improvement Company v. Public Service Commission of the State of West Virginia (262
U.S. 679), as cited in Parcell, David C., The Cost of Capital: A Practitione1"s Guide, prepared for the Society of
Utility and Regulatory Financial Analysts (SURFA): 2010 Edition (p.26).
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I

2

3

4

5

6

markets, both domestically and internationally. This economic decline is generally

considered to be the worst financial crisis since the Great Depression, and is often referred

to as the 'Great Recession.' As a consequence, in 2008 the United States Federal Reserve

Bank ("Fed") and central banks in other foreign countries initiated accommodative

monetary policies to stimulate economic growth and reduce unemployment in an effort to

recover from this worldwide recession.

7

8

9

10

11

12

13

14

15

16

The recession bottomed out in June 2009, with the economic recovery continuing through

2019. However, with the onset of the COVID-19 pandemic in early 2020, global economies

once again experienced a sharp decline, with the national unemployment rate rising from

3.8 percent in Q1 2020 to a level of 13.1 percent in Q2 2020. Thanks to the development of

a COVID- 19 vaccine, in combination with the Fed once again instituting an accommodative

monetary policy, lowering the Federal Funds rates to its 0.00% - 0.25% Effective Lower

Bound ("ELB"), the economic downturn was relatively short lived, and confidence restored

to the markets by late 2020. At present (QUO 2022), the national unemployment rate stands

at 3.6 percent, while unemployment at the State level currently stands at 3.5 percent.5

17

18

19

20

21

22

23

Throughout the period 2010-2020, inflation, as measured by the Consumer Price Index

("CPI") had been kept at bay, the average annual rate (i.e., 1.73 percent) remaining well

below the Fed's targeted 2.0 percent annual rate. Beginning in 2021, however, the aimual

rate of inflation rose to 7.0 percent, a level not seen in almost forty years. As a consequence,

Federal Reserve Chairman, Jerome Powell, stated that it is "absolutely essential to restore

price stability," and announced that the Fed plans to "expeditiously" hike short-term interest

4 The Federal Funds Rate is the short-term interest rate the Fed charges banks for overnight deposits.
5 Council of Economic Advisors, United States Department of Labor, Bureau of Labor Statistics, Economic
Indicators, various issues. https://www.govintOgov/app/collecliou/econi/2022
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I rates in an effort to slow economic growth and lower the rate of inflation, and do so in a

2 manner which would prevent the economy from going into recession.6

3

4 Has inflation continued to rise in 2022?Q,

5 A. Yes. The following shows that CPI inflation, measured both on a month-over-month ("M-

6 M") and year-over-year ("Y-Y") basis, has continued to rise in 2022.7

7
Changes to CPI Inflation in 2022

Month-over-month Year-over-year

January
February
March
April
May
June
July
August
September
October
November

0.6 %
0.8 %
1.2 %
0.3 %
1.0 %
1.3 %
0.0 %
0.1 %
0.4 %
0.4 %
0.1 %

7.5 %
7.9 %
8.5 %
8.3 %
8.6 %
9.1 %
8.5 %
8.3 %
8.2 %
7.7 %
7.1 %

8

9 As shown, CPI inflation measured on a M-M (i.e., 1.3%) and Y-Y (i.e., 9.l%) basis rose to

10

11

12

13

their highest levels in June 2022. The 9.1 percent annualized rate in June was the highest in

more than four decades (i.e., November 1981), and driven by a "big jump in gasoline

prices," with "shelter and food prices being major contributors."8 CPI inflation has since

moderated, with the annualized 7. l percent rise in consumer prices in November 2022 being

6 Cox, Jeff, "Powell Says Taming Inflation 'Absolutely Essential," and a 50 Basis Point Hike possible for May,"
cnbacom, updated April 22, 2022. https://www.cnbc.com/2022/04/2I/powell-savs-taminsz.-inflation-absolutelv-
csscmial-and50basispointhike-onthe-tablc-lOr-mav.htn1l
7 Council of Economic Advisors, Economic Indicators, November 2022 (p. 24).
https://www.govinfo.gov/app/collection/econi/2022/ l l
is Rubin, Gabriel T., "U.S. Inflation Hits New Four-Decade High of 9.l%," w.y.com (July 13,
2022). https://www.wsi.com/articles/us-intlation-iune-2022-consumerprice-index-l 1657664129
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I

2

3

the "slowest 12-month pace since December 202 I ." Measured M-M (i.e., 0.l%), consumer

prices in November 2022 "softened significantly," with prices for "gasoline, utility, medical

care services and used-car prices all falling."

4

5 Q. Did Fed officials anticipate this rapid rise in inflation?

6 A.

7

8

9

10

I I

12

No. Inflation first began to surge in June 202 l , and at that time Fed Chair Powell and former

Fed Chair, Janet Yellen,!° stated they believed higher inflation to be 'transitory,' "in part

because unemployment was still 5.900, and had fallen as low as 3.5% in 2019 without

in/lation going up." 1 I (emphasis added) Subsequently, however, both Fed Chair Powell and

Secretary Yellen publicly conceded that they made mistakes in the handling of inflation,

and now acknowledge that "inflation is unlikely to recede quickly."'2 In an interview, Fed

Chair Powell further stated: "If you look back in hindsight then, yes, it probably would've

been better to have raised rates earlier."!313

14

15 Q. In regards to inflation, would it be fair to say that Fed Chair Powell and Secretary

16 Yellen "misread" the economy?

A.17

18

19

Yes. As noted by the authors of a recent Wall Street Journal article, 14 Fed officials "misread

the economy," and redeployed the same low-interest-rate monetary policy "playbook"

employed in the 2007-2009 financial crisis to the COVID- 19 pandemic crisis:

20

21

22

"But the pandemic economy turned out to be fundamentally different. While
the [2007-09] financial crisis primarily dented demand by businesses and

9 Guilford, Gwynn, "U.S. Inflation Eased in November, CPI Report Shows," w.y.com (December 13, 2022).
https;/)www.wsi.com/articles/us-intlation-november-2022-consumer-price-index-
11670883405?mod=economv more_posl l
10 Ms. Yeller now serves as Secretary of the Treasury in the Biden administration.
Ii Timiraos. Nick and Jon Hilscnrath, "How the Fed and the Biden Administration got Inflation Wrong," wsj.com,
June 13, 2022. https://www.wsj.conva11iclcs/in[lationccouomv-1L:dcral-rcscrve-11655134682"mod=articlc_inlinc
IZ Ibid
13 Ibid
14 Ibid
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consumers, the pandemic undercut supply, resulting in persistent shortages
of raw materials, container ships, workers, computer chips and more.

1
2
3
4
5
6
7

Unemployment fell and inflation rebounded more quickly than policy
makers expected-yet they stuck with the old playbook. That exacerbated
the supply-and-demand mismatches and helped drive inflation up, reaching
8.6% in May, its highest in 40 years." (emphasis added)

8

9 Q. Were Fed officials the only professional economists to have "misread" the economy in

10 the manner noted above?

A.11 No, they were not, as evidenced by the following:

12

13
14
15
16
17

"Many professional economists, using models similar to those used by Mr.
Powell and Ms. Yellen, agreed with them that the inflation surge would be
transitory. In July 2021, private forecasters surveyed by The Wall Street
Journal projected inflation would recede to 2.4% by the end of 2022. They
now project 4.8% [inflation] at year-end."!5

18

19

20

21

Furthermore, 'bad luck' has made a bad situation worse, and other countries are

experiencing high inflation, which suggests that central bankers in those countries made

similar policy errors:

22
23
24
25
26
27
28
29

"Private forecasters and nonpartisan congressional scorekeepers similarly
failed to anticipate the magnitude and duration of higher inflation. There
was also bad luck. New Covid variants, Russia's invasion of Ukraine and
China's Covid-related lookdowns have made a bad situation worse. And
high inflation isn't solely the result ofU.S. policy errors: It will end the year
at 7.2% in Germany, 8.8% in Britain, 6.1% in Canada, and 6.8% in the U.S.,
J.P. Morgan projects."l6 (emphasis added)

30

31

32

15 Ibid
16 Ibid
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I Q. In addition to hiking short-term interest rates, are there other measures the Fed can

2 take to remove economic stimulus and lift borrowing costs to fight inflation?

A.3

4

Yes. The Fed has announced that in addition to hiking short-term interest rates it plans to

shrink its $9 trillion asset portfolio of Treasury securities and mortgage bonds. Specifically,

5

6

7

8
9

10

"Fed officials will allow up to $30 billion in Treasuiys and $17.5 billion in
mortgage bonds to roll off every month in June, July and August. After that,
they will allow $60 billion in Treasurys and $35 billion in mortgage
securities to run off every month. Reducing the portfolio serves as an
additional way to remove stimulus and lift borrowing costs."'7

I I

12

13

Previously, Fed policy had been to repurchase these securities upon maturity, thereby

adding stimulus and lowering borrowing costs.

14

15 Q. To date, what action has the Fed taken to hike short-term interest rates this year"

16 A. The Fed has hiked short term interest rates seven (7) times in 2022, as shown below: 18

17

Level (%)
4.25 -4 .50
3.75 - 4.00
3.00 .- 3.25
2.25 - 2.50
1.50 - 1.75
0.75 - 1.00
0.25 - 0.50

QUO
l5-Dec
3-Nov
22-Sep
28-Ju
l6-June
5-May
I7-March

Increase
0.50%
0.75%
0.75%
0.75%
0.75 %
0.50 %
0.25 %

0.00-0.25Policy rate in effect prior to first 2022 rate hike:

18

17 Timiraos, Nick, "Fed Lifts Interest Rates by Half Point in Biggest Hike since 2000"' wsj.com,May 4,
2022. liupsu'/wvvw.vvsj.com¢"artieles/fed-approveshalllpointintcres1-rau.:-rise-ratclieting-up-itsinllation-fighb
l 165168720 l
18 Federal Open Market Committee (FOMC) Historical Archive, Target Federal Funds
Rate. https://www.iederalreserve.gov/monetarvpolicv/openlnarket.htm
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I
2

3

4

5

6

7

As shown, the Fed's first increase (0.25%) came in March 2022, at a time when the Federal

Funds Rate was at its Effective Lower Bound ("ELB"), 0.00 - 0.25 percent.!9 Since then,

the Fed has raised its policy rate six additional times, twice by 50 basis points (in May and

December), and four times by 75 basis points (in June, July, September, and November).

The Fed's 50 basis point hike in May 2022 was the largest since 20008° and 75 basis point

hike in June 2022 the largest since 1994.21 RUCO Exhibit JAC-A presents a record of

changes made to the Federal Funds Rate, 2006-2022.

8

9 Q.

10

In tightening monetary policy so aggressively, is it possible the Fed may send the

economy into recession and cause the unemployment rate to rise"

11 A.

12

13

14

Yes, and evidence of this can be seen when parsing the statements issued by the Federal

Reserve's Federal Open Market Committee ("FOMC") following its rate hike of May 4,

2022 as compared to that of June 15, 2022. As shown below, the FOMC Statement of May

4, 2022 includes the following sentence:

15

16

17

18

"With appropriate firming in the stance of monetary policy, the Committee
expects irwalion to return to its 2 percent objective and the labor market to
remain strong."22 (emphasis added)

19

20 In the FOMC Statement issued on June 16, 2022, however, the above sentence is missing,

21 and replaced by another which makes no reference to a strong labor market:

22

19 At the time of this 0.25% increase, the Federal Funds Rate had been at its ELB since March 16. 2020, a period of
two years, when the Fed had lowered its policy rate by 1.00% in response to the onset of the COVID-I9 pandemic.
20 Timiraos, Nick, "Fed Lifts Interest Rates by Half Point in Biggest Hike since 2000'" ws/.com, May 4, 2022.
21 Timiraos, Nick, "Fed Raises Rates by 0.75 Percentage Point, Largest Increase since 1994,"wsj.com, June 15,
2022. https:»'/vvww.wsj.com/articlcs,"lk:draisesratcs-by0-75~pcrccntagc-point-largestincrease-sincc-1994~
1 1655316170
22 Federal ReserveFOMC Statement: Press Release,./ederalreservegov, May 4,
2022. https://www.lederalreserve.gov/newsevents/pressreleases/nlonetarv20220504a.htm
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1
2

"The Committee isstrongly committed to returning injlatioli to its 2 percent
objective."23

3

4

5

6

At a press conference following the Fed's announced 0.75 percent rate hike on June 15,

2022, in response to a question as to whether the Fed might go too far in hiking interest rates

to combat inflation, Fed Chair Powell responded as follows:

7

8
9

10

11

12
13

14

15

"There's always a risk ofgoing too far or going not far enough, and it's going
to be a very difficult judgment to make, or maybe not, maybe it'll be really
clear, but we're, and we're quite mindful of the dangers. But I will say the
worst mistake we could make would be to fail, which is not an option. We
have to restore price stability, we really do, because everything, it's the
bedrock of the economy. If you don't have price stability, the economy's
really not going to work the way it's supposed to and it won't work f`or
people, their wages will be eaten up. So we want to get the job done."24

16

17 Q. What is 10-year breakeven inflation, and how is it calculated?

A.18 Ten (10) year breakeven inflation is a market-based measure of investor expectations of

19

20

21

22

inflation over the next 10-years, computed as the difference between the current nominal

yield on the 10-year Treasury Note and the current real (i.e., inflation adjusted) rate on the

10-Year Treasury Inflation-Indexed Constant Maturity Securities, or TIPS. Below is the

current 10-year breakeven inflation rate, measured as a recent (i) 3-month average (October

23 December, 2022), and (ii) I-month average (December, 2022):25

24

10-Year Yield - Nominal
10-Year Yield - Real
10-Year Breakeven Inflation

3-Month Average
(Oct. - Dec. 2022)

3.83 %
- 1.49 %
2.34 %

l-Month Average
(December. 2022)

3.62 %
- 1.36 %

2.26 %

23 Federal Reserve FOMC Statement: Press Release,./éde/a[re.vewe.gov,June 15, 2022.
hUns://www. fcdcralreserve.gov/ncwscvenls/pressreleasesfmonctarv20220(> 15a.htm
24 "Transcript of Chair Powell's Press Conference,".féderalreserve.gov, Jame 15, 2022 (pp. 20-
21 ). https://www.federalrescrve.gov/mediacenter/files/FOMCpresconfl202206l 5.pdf
25 The I0-year nominal rate and the 10-ycar TIPS rate are available from the U.S. Department of the Treasury.
https://www.treasLlw.zov/resource-center/data-clla1t-center/interest-rates/Paaes/TextView.aspx"data=realvield
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I Q.

2

How do the above current (i) 2.34 percent 3-month average and (ii) 2.26 percent l-

month average projections of breakeven inflation compare to average 10-year

historical inflation over the past forty years (i.e., 1982-2021)'?3

4 A. As presented in Schedule JAC-5 (Page 1), based on annual rates of inflation as measured

by the Consumer Price Index ("CPI"), average inflation measured over a 10-year historical

period going back to 1982 is as follows:

5

6

7

Historical 10-Year InflationHistorical 10-Year Period

3.90 %
2.51 %
2.49 %
2.15 %

1982 - 1991
1992 -2001
2002-2011
2012 -2021

Proiected 10-Year Period Projected 10-year inflation

2022-2031 2.26 % - 2.34 %

8

9

10

As shown, 10-year projected breakeven inflation as determined by investors in the

marketplace over the period, 2022-2031, is expected to exceed historical inflation in only

the most recent 10-year period (i.e., 2012-2021), while remaining below that of the prior

30-year period (i.e., 1982-2011).

11

12

13

14 Q,

15

16

How do investor expectations of 10-year breakeven inflation, as measured on a 1-and

3-month basis, January-December, 2022, compare to current (i.e., 2.26% - 2.34%)

projections of 10-year breakeven inflation"

A.17

18

19

RUCO has prepared an Exhibit26 showing 1-month and 3-month measures of 10-year

breakeven inflation during the period, January-December, 2022. As shown in Exhibit JAC-

B (Page 2 of 2), and as summarized below, measured on a 1-month average basis 10-year

26 Exhibit JAC-B (Pages 1 and 2).
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1

2

3

4

5

breakeven inflation began the year at an expected level of 2.45 percent, rose to a peak of

2.88 percent (April 2022), and ended the year at its current 2.26 percent level. On a 3-month

average basis (Nov. 2021-Jan. 2022), 10-year breakeven inflation began the year at an

expected level of 2.51 percent, rose to a peak of 2.81 percent (March-May, 2022), before

ending the year at its current 2.34 percent level (Oct.-Dec., 2022).

6
10-Year Breakeven Inflation Estimates

l -Month 3-Month

January 2022
Peak estimate
December 2022

2.51 %
2.81 %
2.34 %

2.45 %
2.88 %
2.26 %

7

8

9

10

I I

12

13

Exhibit JAC-B (Page 1 of 2) provides comparable 1- and 3-month average estimates of 10-

year breakeven inflation for the period, January-December, 2021. As shown, the current

2.26 percent 1-month average estimate of projected 10-year breakeven inflation is the lowest

since February 2021 (i.e., 2. 18%), while the current2.34 percent 3-month average estimate

of projected 10-year breakeven inflation is the lowest since July-September 2021 (i.e.,

2.34%).

14

15 Q. Does the above noted fall in 10-year breakeven inflation from levels not seen since

16

17

early-2021 suggest that investors approve of the restrictive monetary policies enacted

by the Fed to combat inflation?

A.18 Yes, for if investors did not approve of the actions taken by the Fed, one can safely assume

19 10-year breakeven inflation rate,

20

that yields on long-term Treasury Bonds and the as

determined by investors in the marketplace, would have risen significantly higher from their

21 current levels.

22
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I Q.

2

3

4

In direct testimony," Ms. Bulkley discusses 10-year breakeven inflation and, citing a

2.84 percent 10-year breakeven inflation rate measured as of March 31, 2022, states

that "investors expect inflation will remain well above the Federal Reserve's 2 percent

target over the next 10 years."2** How do you respond?

5 A.

6

7

8

9

10

11

12

13

My response is simply to say that Ms. Bulkley is mistaken, based upon current estimates of

10-year breakeven inflation-both as a I-month (i.e., 2.26%) and 3-month average (i.e.,

2.34%)-measured as of December 2022. In absolute temps, Ms. Bulkley's 2.84 percent 10-

year breakeven inflation rate exceeds the current 2.34 percent 3-month average estimate by

50 basis points (2.84% - 2.34% = 0.50%), which in relative terms equates to an

overstatement of 21.4% ((0.50% / 2.34%) = 21.4%). Ms. Bu1kley's 2.84 percent 10-year

breakeven inflation rate exceeds the current 2.26 percent 1-month average estimate by 58

basis points (2.84% - 2.26% = 0.58%), which in relative terms equates to an overstatement

of25.7% ((0.58% / 2.26%) = 25.7%).

14

15 Q. What has been the trend in interest rates over the period, 1975-2021?

16 A.

17

18

19

20

21

22

23

24

25

As shown in Schedule JAC-6 (Pages 3 - 4), interest rates rose sharply to record levels during

the period, 1975-1981, when inflation was high and generally rising. Interest rates declined

substantially, as did inflation, during the remainder of the 1980s and throughout the 1990s.

Interest rates declined further during the period, 2000-2005, and after trending slightly

upward in years 2006-2008, continued on a downward path reaching levels in years 2009-

2021 not previously seen since the early 1960s. In 2008, the Fed initiated an accommodative

monetary policy by lowering the federal funds rate (the rate the Fed charges banks for

overnight transfers of funds), and in an effort to promote increased lending and liquidity,

eventually initiated a policy of quantitative easing, an unconventional monetary policy used

when short-tenn interest rates are at or approaching zero. As a consequence, in years 2012-

z7 Brinkley Direct, PP. 19-21.
28 Ibid, p. 20, lines 12-14.
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I
2

3

4

5

2021, both U.S. and corporate bond yields declined to their lowest levels in more than 40

years. Beginning in December 2015, the Fed initiated a policy of gradually raising the

federal funds rate, but again lowered it to its ELB in response to the COVID-I9 pandemic

in March 2020. As noted, beginning in March 2022 the Fed has hiked short-term interest

rates seven times this year in response to rising inflation.

6

7 Q. What has been the trend of real GDP growth in the U.S. economy?

A.8

9

10

11

12

As shown in Schedule JAC-6 (Page 1), real GDP growth over the 10-year period, 2012-

2021 has averaged 2.06 percent per annum, while over the five year period, 2017-2021 real

GDP growth has averaged 1.96 percent per annum. As further shown, after experiencing

negative GDP growth in 2020 (-3.4%), the U.S. economy rebounded strongly in 2021 , when

GDP growth reached 5.7 percent, the highest level since 1984.

13

14 Q. What is the outlook for projected real GDP growth over the 10-year period, 2023-

15

A.16

17

18

19

20

21

2032?

The Congressional Budget Office ("CBO"), in its Budget and Economic Outlook for the

period 2022-2032, projects real GDP growth of 3.8 percent in 2022, 1.78 percent for the 5-

year period, 2023-2027, and 1.74 percent for the 5-year period, 2028-2032. Over the 10-

year period, 2023-2032, CBO projects average annual real GDP growth of 1.76

percent. CBO's projections of average annual real GDP growth for the period, 2023-2032,

are as follows:29

22

29 Congressional Budget Of lice, "The Budget and Economic Outlook: 2022 to 2032," Table C-I (p. 133), May
2022. https://www.cbo.gov/publication/58147#:~:text=In%20CBO's%20projections%2C%20the%20price.unemplov
inent%20rate%20averages%203.8%20percent.
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Time Period
2022
2023 - 2027
2028 .. 2032
2023 .. 2032

Annual Average
Real GDP Growth

3.80 %
1.78 %
1.74 %
1.76 %

Current Year Growth
5-year Growth
5-year Growth
10-year Growth

1

2

3

4

As shown, CBO projects real GDP growth to slow from 3.8 percent in 2022 to a 10-year

average of 1.76 percent over the 2023-2032 period, reflecting slower growth in consumer

spending and government purchases as well as the effect of trade policies on business

investment."5

6

7 Q.

8

What are the Fed's projections for real GDP growth in years 2022, 2023, 2024, 2025

and longer run GDP?

9 A.

10

I I

As reported in the Feds' most recent Summary of Economic Projections," the current

median estimate of Real GDP growth of Federal Reserve Board members in years 2022,

2023, 2024, 2025 and Longer Run are as follows:

12

2025202420232022 Longer Run

1.8%
1.8 %

1.6%
1.7%

0.5%
1.2%

0.5%
0.2%

1.8%
1.8%

Real GDP
September projection

13

14

15

16

17

18

As shown, the current median projection of Real GDP growth by Federal Reserve Board

members for 2022, 0.5 percent, is higher than the September projection (0.2 percent), but

the median Fed projection of Real GDP growth in 2023 has experienced a downward

adjustment, from a projected 1.2 percent level in September to an updated 0.5% projected

level. Median Fed projections of Real GDP growth in year 2024 declined slightly, from 1.7

30 Ibid.
31 Federal Reserve Bank, Summary of Economic Projections,.féderalrese1ve.gov, December 14,
2022. https://www.lederalreserve. gov/monetarvpolicv/tiles/fomcproitabl202212 l4.pdf
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I
2

percent to 1.6 percent, while projections for Real GDP growth in 2025 and the longer mn

remained unchanged, at 1.8 percent."

3

4 Q,

5

6

Given the Fed's announced intent to continue hiking short-term interest rates in an

effort to bring down inflation, do the above downward adjustments to projected Real

GDP growth increase the likelihood that the economy may go into recession in 2023?

7 A. Yes.

8

9 Q. Do economists expect the U.S. economy to go into recession in 2023?

A.10

11

Yes, for as noted by Diane Swonk, chief economist with at KPMG," the Fed is trying to

engineer a recession in order to fight inflation:

"We'll have one because the Fed is trying to create one," said Swonk.
"When you say growth is going to stall out to zero and the unemployment
rate is going to rise it's clear the Fed has got a recession in its forecast
but they won't say it."

Swonk is optimistic that the recession will be "a short, shallow one," stating:

12

13

14

15
16

17

18

19
20

21

22

"The good news is we should be able to recover from it quickly. We do have
good balance sheets, and you could get a response to lower rates once the
Fed starts easing. Fed-induced recessions are not balance sheet recessions."

23

24 Q, What trends do the economic indicators suggest for common share prices?

A.25

26

27

28

As shown in Schedule JAC-6 (Pages 5 and 6), stock prices were stagnant during the high

inflation/high interest rate environment of the late 1970s and early 1980s. In 1983, however,

equity prices began to rise steadily, particularly as measured by the Dow Jones Industrial

Average ("DJIA"), before peaking in 2007. With the onset of the Great Recession in 2008,

32 Note that CBO's 3.8% projection of Real GDP growth for 2022 exceeds by 3.3% the Fed's current median 0.5%
projection (3.8% - 0.5% = 3.3%).
33 Dorm, Patti, "Why Everyone Thinks a Recession is coming in 2023," cnbczcom, December 23,
2022. https://www.cnbc.com/2022/l2i23/whv-evervone-thinks-a-recession-is-co1ning-in-202.3.html
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I

2

3

4

5

6

7

8

9

equity prices declined sharply from their highs of 2007, reaching a low in the first quarter

of 2009. Beginning in the third quarter of2009, equity prices again began to rise, eventually

recovering the losses sustained as a consequence of the "crash" in 2008 and, as evidenced

by the performance of the DJIA, the S&P 500 Composite Index ("S&P 500"), and the

NASDAQ Composite Index ("NASDAQ"), went on to reach new all-time highs in each

year during the period, 2013-2021. Due to rising inflation, each of these three major stock

indices experienced a correction of more than 20.0 percent in mid-2022, which is suggestive

of a bear market.34 While all three have since recovered from their lows of earlier this year,

each remains well off their all-time highs of November 2021 .

10

II What conclusions can be drawn from the above discussion of economic and financialQ.

12 conditions as they relate to the cost of capital?

A.13

14

15

16

17

18

19

20

21

22

23

24

25

As previously discussed, after an extended period characterized by low interest rates, low

inflation, low unemployment and rising stock prices, it appears that economic growth as

measured by Real GDP may experience a near term decline going forward. As noted earlier,

Fed Chairman Powell has characterized 'price stability' as the 'bedrock of the economy,'

and something which must be 'resforea'.' Thus, it appears the Fed is prepared to continue

hiking short-term interest rates in order to 'get the job done.' As evidenced by the decline

in l0-year breakeven inflation, investors have responded favorably to the Fed's aggressive

monetary policies, believing the action taken by the Fed to be appropriate in righting

inflation. Economists generally agree that the domestic economy will go into recession in

2023, should that happen inflationary pressures would be expected to mitigate, allowing the

Fed to reverse course from its current restrictive monetary policy stance. These

developments portend to a more accommodative monetary policy and lower capital costs,

including the cost of common equity.

34 "Wall Street is in a Bear Market. Here's what that Means for Your Money,' cbsnews.com (June 14, 2022)
https://www.cbsnews.com/news/bear-markeb2022-stock-inarkebwall-street-moneW
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v.I CAPITAL STRUCTURE AND COST OF DEBT

2 Q .

3

What capital structure does TEP propose be used for purposes of setting rates in this

proceeding?

4 A.

5

In its Application, the Company proposes a capital structure comprised of 45.68 percent

long-term debt, and 54.32 percent common equity."

6

7 Q .

8

How does the Company's proposed capital structure compare to the sample average

capital structure of RUCO's proxy group of companies?

9 A.

10

11

12

As shown in Schedule JAC-5 (Page 7), the sample average capital structure of RUCO's

proxy group of companies is comprised of 52.89 percent long-term debt and 47.11 percent

equity." Thus, the Company's proposed capital structure is less highly leveraged than the

sample average capital structure of RUCO's proxy group of companies.

13

14 Q . What capital structure does RUCO recommend for TEP in this proceeding?

15 A.

16

As shown in Schedule JAC-1, RUCO adopts the Company's proposed capital structure

comprised of 45.68 percent long-term debt and 54.32 percent common equity.

17

18 Q . What is the Company's proposed cost of long-term debt?

A.19 As shown in Schedule D-1, the Company proposes a 3.82 percent cost of long-tenn debt.

20

21 Q , What is RUCO's proposed cost of long-term debt in this proceeding?

22 A. As shown in Schedule JAC-1, RUCO adopts the Company's proposed 3.82 percent cost of

23 long-term debt.

24

35 See Pritz Direct, p. 9, and Schedule D-1, (Page I of2).
36 As shown in Schedule JAC-5 (Page 7), RUCO's sample average 47.11 percent common equity ratio represents an
average of the (i) 5year historical (20172021) and (ii) 5-year projected (2022-2026) common equity ratios for
RUCO's proxy group of companies ((48.l% + 46.l%) / 2 = 47.1 l%).
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VI.I

2 Q.

SELECTION OF PROXY GROUP

Was RUCO able to directly estimate the cost of common equity for the Company?

A.3

4

No. The common stock of TEP is not publicly-traded, and thus it is not possible to directly

estimate the Company's cost of common equity. Therefore, RUCO employed a proxy group

of publicly-traded electric utility companies to indirectly estimate the Company's cost of

equity ("COE") utilizing financial market data available for each sample company.

5

6

7

Q. What publicly-traded electric utility companies has RUCO selected fOr inclusion in its

proxy group?

A.

8

9

10

II

12

13

14

15

For purposes of its analysis, RUCO adopts the same proxy group of companies used by

Company witness, Ms. Bulkley. RUCO's proxy group is comprised of the following fifteen

(15) publicly-traded electric utility companies: ALLETE, Inc. (Ticker: ALE), Allient

Energy Corporation (Ticker: LNT), Ameren Corporation (Ticker: AEE), American Electric

Power Company, Inc. (Ticker: AEP), Duke Energy Corporation (Ticker: DUK), Energy

Corporation (Ticker: ETR), Evergy, Inc. (Ticker: EVRG), IDACORP, Inc. (Ticker: IDA),

NextEra Energy, Inc. (Ticker: NEE), NorthWestern Corporation (Ticker: NWE), OGE

Energy Corp. (Ticker: OGE), Otter Tail Corporation (Ticker: OTTR), Portland General

Electric Co. (Ticker: POR), Southern Company (Ticker: SO), and Xcel Energy, Inc.

(Ticker: XEL). Each of these fifteen electric utilities are followed by The Value Line

Investment Survey. Attachment 2 contains the most recent Value Line quarterly update for

each of RUCO's fifteen proxy companies.

16

17

18

19

20

21

22

VII.

Q

DCF ANALYSIS

What is the theory and methodological basis of the DCF model?

A.

23

24

25

26

The DCF model is one of the oldest and most commonly used market-based models for

estimating the COE for public utilities, and the only one which intrinsically takes into

_22-



Direct Testimony of John A. Cassidy
Tucson Electric Power Company
Docket No. E~0l 933A-22-0107

l
2

3

consideration the price investors are willing to pay for a given unit of return. The DCF is

based on the "dividend discount model" of financial theory, which maintains that the value

(price) of any security or commodity is the discounted present value of all future cash flows.

4

5

6

7

The most common variant of the DCF model assumes that dividends are expected to grow

at a constant rate, and the COE is computed using the following formula:

K = D + g
P8

9 Where: K = discount rate (cost of equity)

10

11

12

13

14

15

P.. = current stock price

D., = current annualized dividend

D1 = expected dividend

DO / P0 = current dividend yield

D1 / P0 = expected dividend yield

g =: expected constant dividend growth rate

16

17

18

19

This formula essentially recognizes that the return expected, or required, by investors is

comprised of two factors: the dividend yield (current income) and expected growth in

dividends (future income).

20

21 Q, Please explain how RUCO employed the DCF model.

22 A.

23

24

25

26

For purposes of its analysis, RUCO employs the constant growth DCF model. In doing so,

RUCO combines the current annualized dividend (Do) for each sample company with

measures of (i) 5-year historic (i.e., 2017-2021) dividend growth, and (ii) 5-year projected

(i.e., 2022-2026) dividend growth, thereby obtaining for each sample company a measure

of next year's expected dividend (Dt)
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l Q, How did RUCO derive the dividend yield component of the DCF equation?

2 A.

3

4

5

6

7

Several different methods can be used to compute the dividend yield component in the

constant growth DCF model. However, for purposes of its analysis, RUCO employs the

Gordon quarterly compounding method to compute the dividend yield component, as it

gives recognition to the timing of dividend payments and dividend increases. The Gordon

quarterly compounding method is expressed as follows;

Yield = D 11 P 05g)
8

9

10

11

The current (Po) stock price represents the average stock price for each proxy company over

the most recent 3-month period (September - November 2022). The current (DO) dividend

is the current annualized dividend rate for each proxy company. Because the expected (D1)

dividend represents the quantity, [DO * (1 + .05g)], the above equation is representative of

the expected dividend yield, (Di / Po).

12

13

14

Q. How does RUCO estimate the dividend growth (g) component of the DCF equation?

A.

15

16

17

In estimating the dividend growth (g) rate in its DCF analysis, for each sample company

RUCO gives consideration to the following two indicators of dividend growth:

1. Five-year (2017-2021) compound annual historical dividend per
share ("DPS") growth, as reported by Value Line, and

2.

18
19
20
21
22
23

Five-year (2022-2026) compound annual projected dividend per
share ("DPS") growth, as reported by Value Line,

24

25

26

27

RUCO believes historical and projected measures of DPS growth to be representative of

investor expectations of dividend growth for each of its proxy group companies.

Additionally, Value Line 's historic and projected measures of dividend growth is
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I

2

information that investors evaluate and take into consideration when making an investment

decision.

3

4 Please describe RUCO's DCF calculations.Q,

A.5

6

7

8

9

10

11

RUCO's DCF analysis is presented in Schedule JAC-3 (Pages 1 and 2). Schedule JAC-3

(Page 1) presents the current indicated annual dividend (Do) paid on a per share basis by

each of RUCO's proxy companies, and a calculation of the conent dividend yield (DO/ Pa)

for each proxy company based upon a recent 3-month average stock price (September -

November, 2022). For each proxy company, Schedule JAC-3 (Page 2) presents (i) Value

Line's 5-year compound annual historical and projected DPS growth estimates, (ii) a

combined average DPS growth estimate, (iii) a calculation of the expected dividend yield

(D 1 / P0), and (iv) RUCO's DCF derived equity cost rates for each proxy company.12

13

14 Q. What does RUCO conclude from its DCF cost of equity estimation analyses?

15 A. As shown in Schedule JAC-3 (Page 2), the DCF equity cost rates obtained for RUCO's

proxy group fall within the range, 9. 19 percent to 9.24 percent (midpoint 9.21 percent), as

shown below.

16

17

18

Constant Growth DCF Estimates
9. 19 %
9.24 %
9.21 %

Mean
Median
Average of Mean and Median

RUCO concludes that the 9.21 percent (average of mean and median) estimate represents

the current DCF-derived cost of equity for the proxy group. Accordingly, RUCO adopts a

DCF~derived cost of equity of9.21 percent for the Company, which is based on the midpoint

of the DCF range.

19

20

21

22

23

24
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I vm. CAPM ANALYSIS

2 Q. Please describe the theory and methodological basis of the CAPM.

A.3

4

5

6

7

Developed in the 1960s and 1970s as an extension of modem portfolio theory, which studies

the relationships among risk, diversification, and expected returns, theCAPM describes the

relationship between a security's investment risk and its market rate of return." The CAPM

employs beta as a measure of relative risk (i.e., volatility) between a given equity security

and the market as a whole.

8

9 Please describe the CAPM.Q.

A.10

11

12

13

14

15

16

17

18

19

The CAPM is a market-based model founded on the principle that investors expect higher

returns for incurring additional risk." The CAPM estimates this expected return. Using the

CAPM to estimate the cost of equity of a regulated utility is consistent with the legal

standards governing the fair rate of return. The U.S. Supreme Court has recognized that "the

amount of risk in the business is a most important factor" in determining the allowed rate

of return," and that "the return to the equity owner should be commensurate with returns

on investments in other enterprises having corresponding risks."4° The CAPM is a useful

model because it directly considers the amount of risk inherent in a business. Unlike the

DCF Model, the CAPM directly measures the most important component of a fair rate of

return analysis - risk.

20

21 How is the CAPM derived?Q,

22 A. The general form of the CAPM is:

23

37 The CAPM makes the following assumptions: 1) single holding period, 2) perfect and competitive securities
market, 3) no transaction costs, 4) no restrictions on short selling or borrowing, 5) the existence of a risk-free rate,
and 6) homogeneous expectations.
38 William F. Sharpe, A Simplified Model for Portfolio Analysis 277-93 (Management Science IX I 963).
39 Wilcox, 212 U.S. at 48.
40 Hope Natural Gas Co., 320 U.S. at 603.

_26-



Direct Testimony of John A. Cassidy
Tucson Electric Power Company
Docket No. E~0l933A-22-0107

I

2

3

K = Rf + 0 (Rm-

Where:K = cost Qfequity

Rf = risk free rate

4 Rm = return on market

5

6

[3 = beta

Run - R/= market risk premium

7

8

9

10

11

The CAPM is a variant of the Risk Premium ("RP") method. However, the CAPM is

generally superior to the simple RP method because it provides for company-specific

recognition of risk (i.e., beta), whereas the simple RP method assumes the same cost of

equity for all companies exhibiting similar bond ratings or other characteristics.

12

13 Q, Please identity the strengths of the CAPM.

14 A.

15

16

17

18

19

The CAPM is cited as having the following strengths (1) it is market-based, (2) it is based

on the concept of risk and return, (3) it is company specific, (4) it has widespread use as it

recognizes that investors can and do diversify, (5) it is highly structured and easy to apply

when using the assumptions of the model, (6) the model is formulistic and the data used in

the computation is readily available, (7) it is a forward looking concept, and (8) it is a

method for converting changes in interest rates to the COE.

20

21 Q, What risk-free (Rf) rate docs RUCO use in its CAPM analysis?

22 A.

23

24

25

For purposes of its CAPM analysis, RUCO employs a risk-free rate of 3.98 percent.

RUCOls risk-free rate represents the 3-month average yield on 20- and 30-year long-term

Treasury Bonds, measured over the 3-month period, September - November, 2022. The

calculation of RUCO's risk-free rate is presented in Schedule JAC-4 (Page l).

26
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I Q.

2

Is it customary to use the yield on U.S. Treasury securities as the risk-free (Rf) rate in

the CAPM?

A.3

4

5

6

7

Yes, because debt securities issued by the United States Department of the Treasury are

considered to be free of default risk. Two general types of U.S. Treasury securities are most

often used as the risk-free (RJ9 rate component, short-term U.S. Treasury bills and long-term

U.S. Treasury bonds. As noted, RUCO employs yields on 20-year and 30-year long-term

Treasury bonds as a proxy for the risk-free rate in the CAPM.

Q. Did RUCO consider use of a forecasted long-term Treasury bond rate as the risk-free

rate to be used in its CAPM analysis?

8

9

10

11 A.

12

13

14

15

No. The appropriate interest rate to be used in the CAPM is the current rate borne by

investors in the marketplace. Use of a forecasted risk-free rate overstates cost of equity

estimates derived from the CAPM. Use of a current, or recent average, long-term Treasury

rate is reflective of investor's expectations, and as such is the appropriate risk-free rate to

be used in the CAPM.

Q, What is beta, and what beta coefficients does RUCO employ in its CAPM analysis?

A.

16

17

18

19

20

21

22

Beta is a measure of risk (i.e., volatility) of a particular stock relative to the market as a

whole. The overall market is assumed to have a beta of 1.0, thus, companies having betas

less than 1 .0 are considered less risky than the market, whereas companies with betas greater

than 1.0 are considered more risky than the market. As regulated entities which have been

granted natural monopoly status, regulated public utilities are considered less risky than the

market and typically have betas less than 1.0. For purposes of its analysis, RUCO utilizes

the most recent beta reported by Value Line for each of its sample companies. As shown in

Schedule JAC-4 (Page 1), the sample average beta of RUCO's proxy group is 0.87.

23

24

25

26
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I Q. How does RUCO estimate the market risk premium (Run-Rf) component?

2 A.

3

4

5

The market risk premium component (Run-Rf) represents the investor-expected premium

associated with common stock ownership above that of the risk-free rate, or government

bonds. For purposes of its analysis, in estimating the market risk premium RUCO gives

consideration to the following three measures of the market risk premium:

(1)

(2)

(3)

6

7
8

9
10

11

12

13
14

15

a 6.3 percent Arithmetic Mean estimate of realized equity returns on
the S&P 500 above that of returns on long-term government bonds,
measured over the period, 1926-2021,
a 5.0 percent Geometric Mean estimate of realized equity returns on
the S&P 500 above that of returns on long-term government bonds,
measured over the period, 1926-2021, and
a 7.69 percent Arithmetic Mean estimate of differential returns on
equity for the S&P 500 above that of returns on 20-year government
bonds, measured over the period, 1978-2021.41

16

17

18

As shown in Schedule JAC-4 (Page 3 of4), and as summarized below, RUCO estimates the

current market risk premium to be 6.33 percent.

19

6.30 %
5.00 %
7.69 %

Arithmetic Mean (1926-2021 )
Geometric Mean (1926-202 l )
Arithmetic Mean (1978-2021 )

Market Risk Premium 6.33 %

20

21 Q.

22

23

As noted earlier, RUCO adopts the Company's proposed capital structure and

employs the same Proxy Group as Company witness, Ms. Bulkley. Is TEP's proposed

capital structure comparable in risk to that of the Proxy Group capital structure?

A.24

25

26

No, it is not. The debt ratio in the Company's proposed capital structure is 45.68 percent,

while as shown in Schedule JAC-5 (Page 7 of 7) the sample average debt ratio in the Proxy

Group is 52.89 percent (100.00%-47.11% = 52.89%). Because the Proxy Group debt ratio

41 The computation of RUCO's 7.69 percent market risk premium is presented in Schedule JAC-4 (Page 2 of 2).

-29-



Direct Testimony of John A. Cassidy
Tucson Electric Power Company
Docket No. E~0l933A-22-0 107

I

2

3

4

exceeds that proposed by the Company, the Proxy Group is more highly leveraged and,

thus, has greater exposure to financial risk than does TEP. Equity investors require

compensation for exposure to financial risk, and for this reason it is necessary to make a

downward adjustment to the equity cost rate in recognition of TEP having less exposure to

financial risk than the Proxy Group. RUCO makes this downward equity cost adjustment

by means of a Hamada risk adjustment.

5

6

7

Q. What is the premise of the Hamada formula?

A.

8

9

10

11

12

13

14

15

The Hamada formula can be used to analyze changes in a finn's cost of capital as it adds or

reduces financial leverage, or debt, in its capital structure by starting with an "unlevered"

beta and then "relevering" the beta at different debt ratios. As leverage increases, equity

investors bear increasing amounts of risk, leading to higher betas. Before the effects of

financial leverage can be accounted for, however, the effects of leverage must first be

removed, which is accomplished through the Hamada formula. The Hamada formula to

unlevel beta is stated as follows:

Hamada Formula16

Be
,QL

[1+(1-1>)(§)1

where: BU = unlevered beta (or "asset" beta)

BL = average levered beta of proxy group

To = corporate tax rate

D = book value of debt

E = book value of equity

17

18

19

20

21

22

23
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I
2

Using this equation, the beta for the Finn can be unlevered, and then "relevered" based on

various debt ratios (by rearranging this equation to solve for BL).

3

4 Q, Please explain the methodology employed by RUCO to make this downward equity

cost adjustment.

A.

5

6

7

8

9

10

11

RUCO's Hamada risk adjustment is presented in Schedule JAC-4 (Page 4 of 4). As shown,

Lines 1-8 present the inputs and steps taken to "unlevel" the 0.87 Proxy Group beta to a

level of 0.47, and Lines 9-12 present the steps taken to "relever" beta at different debt levels

for purposes of modeling. As shown, utilizing the Hamada formula a downward adjustment

to the 9.51 percent CAPM-derived equity cost rate at the Proxy Group Debt Ratio (i.e.,

52.89%) equates to a risk-adjusted 8.88 percent CAPM equity cost rate at the Company

proposed Debt Ratio (i.e., 45.68%).

In

12

13

14 Q.

15

Direct testimony does Ms. Bulkley state that she believes her Proxy Group

companies are "comparable" to TEP?

A. Not exactly. Ms. Bulkley characterizes the companies in her Proxy Group as being,

"generally comparable to TEp."42

Q. In Direct testimony, does Ms. Bulkley acknowledge that TEP has less exposure to

financial risk than do her Proxy Group companies?

A.

16

17

18

19

20

21

22

No, to the contrary, Ms. Bulkley states that TEP faces greater exposure to financial risk than

her Proxy Group companies."

23

24

25

4z Bulklcy Direct, p. 5.
43 Bulkley Direct, p. 6, line 18.
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Q. What did RUCO conclude the overall CAPM cost of equity to be?

A. RUCO's cost of common equity recommendations are presented in Schedule JAC-2 (Page

l of 1). As shown, RUCO gives recognition to both the 9.51 percent (CAPM at Proxy Debt

Ratio) and the 8.88 percent Hamada CAPM (at Company~proposed Debt Ratio). Thus,

RUCO's CAPM estimates lie within the range, 8.88% to 9.5l%, for a midpoint estimate of

9.20 percent.

IX.

Q.

RUCO RESPONSE TO COMPANY'S COST OF CAPITAL WITNESS Ms. ANN E.

BULKLEY

Have you reviewed the cost of capital testimony of TEP witness, Ms. Ann E. Bulkley"

A. Yes, I have.

Q. Briefly summarize Ms. Bulkley's cost of equity estimation methodology and

recommendations.

A. Based on her analyses, Ms. Bulkley determined that TEP's cost of equity lies within a range

of 7.98 percent to 1 1.89 percent, and recommends that TEP be authorized a 10.25 percent

ROE in this proceeding. Ms. Bulkley obtains cost of equity estimates for her proxy group

of companies from (i) the Constant Growth DCF model, (ii) the CAPM, (iii) the ECAPM,

and (iv) a Bond Yield Plus Risk Premium methodology. The following biieily summarizes

the range of estimates obtained from each of the cost of equity estimation models employed

by Ms. Bulkley:

l
2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22
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Low High Midpoint

Constant Growth DCF
CAPM
ECAPM
Bond Yield Plus Risk Premium

10.33 %
11.63 %
11.89 %
10.22 %

9.16 %
10.84 %
11.30 %
9.95 %

7.98 %
10.04 %
10.70 %
9.68 %

10.31 %11.41%9.60 %Average with ECAPM

9.23 % 10.73 % 9.98 %Average without ECAPM

1

2

3

4

5

6

As shown, the highest equity cost estimates obtained by Ms. Bulkley were from the

ECAPM. By excluding the ECAPM results obtained by Ms. Bulkley, the average low falls

by 37 basis points (9.60% - 9.23% = 0.37%), the average high falls by 68 basis points

(l 1.41% - 10.73% = 0.68%), and the average midpoint by 33 basis points (l0.3l% - 9.98%

= 0.33%).

7

8 What is the ECAPM formula, and how does it differ from the CAPM formula?Q

9 A.

10

As shown below, the CAPM computes the cost of equity (K) by adding the risk-free rate

(R/) to the quantity, beta coefficient (13) x market risk premium (Run - RQ:

I I

12 K = Rf+,8(R11n -R/)

13

14

15

16

In contrast, the ECAPM formula is a modification to the CAPM, assigning a 75.0 percent

weight to the results obtained from the CAPM, and adjusting the CAPM result by weighting

25.0 percent of the ROE result as if the beta of the proxy group was 1.0, as shown below:

17

18 K = Rf+ 0.75,8(Rm - R/9 + 0.25(Rm -Rf)

19

20

21

Effectively, the above adjustment made to the CAPM is equivalent to replacing 25% ofMs.

Bulkley's proxy group with companies having the same risk (beta of 1.0) as the market.
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I

2

3

Regulated utilities such as TEP are less risky than competitive firms having a 1.0 market

beta, and the ECAPM results obtained by Ms. Bulkley compensate shareholders with higher

returns that reflect non-utility risk.

4

In5 Q.

6

support of her ECAPM analysis, Ms. Bulkley states that "the ECAPM is not

redundant with the use of adjusted Betas."44 Does RUCO agree with Ms. Bulkley on

7 this point?

A.8

9

10

11

12

13

14

15

16

17

18

19

No. In her CAPM and ECAPM analyses, Ms. Bulkley utilizes upwardly adjusted betas from

Value Line and Bloomberg. While use of upwardly adjusted betas in the CAPM is

appropriate, their use in the ECAPM is inappropriate as they further serve to overstate the

cost of equity, particularly when considering that the 1.0 market beta is assigned a 25.00

percent weight in her ECAPM analysis. As noted, Ms. Bulkley obtained her highest equity

cost estimates from the ECAPM, and a comparison of the midpoint estimates obtained from

Ms. Bulk1ey's CAPM (10.84%) and ECAPM (1 l.30%) analysis shows that the ECAPM

midpoint exceeded that of the CAPM midpoint by 46 basis points (11.30% - 10.84% =

0.46%). While the lion's share of this cost differential is attributable to the ECAPM

assigning a 25.00 percent weight to the 1.0 market beta, a portion is attributable to use of

higher, upwardly adjusted betas assigned a 75.00 percent weight, thereby making their use

in the ECAPM, "redundant"

20

21 Q.

22

To what authority does Ms. Bulkley cite as support for employing estimates obtained

from the ECAPM?

23 A.

24

Ms. Bulkley cites a book authored by Dr. Roger A. Morin, entitled New Regulatory

Finance.45

44 Bulklcy Direct, p. 50.
45 Bulklcy Direct, p. 50, Footnote 61. The citation reads: Roger A. Morin, New Regulatory Finance, Public Utilities
Reports, Inc., 2006, at 189.
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I In the above cited book, is there reason to believe that the ECAPM is not a mainstreamQ.

2 model generally embraced by the financial community?

A.3

4

Yes, as Dr. Morin discusses the ECAPM in a chapter entitled, "Alternative Asset Pricing

Models," suggesting that he was aware it was not a mainstream method.

5

XI.6 FAIR VALUE RATE OF RETURN

7 Q. What Fair Value Rate of Return ("FVROR") does TEP propose in this proceeding?

8 A.

9

10

The Company proposes a FVROR of 5.20 percent. The FVROR proposed by TEP

incorporates a 0.66 percent Fair Value Increment ("FVI") cost rate, as recommended by Ms.

Bulkley.4°

11

12 Q, Does RUCO believe the Company should be authorized a return on the FVI in this

13 proceeding?

14 A.

15

16

17

18

19

No. It is RUCO's position that a return on the FVI is inappropriate, as it provides

shareholders with a return on non-investor supplied capital. To the extent the Commission

believes it appropriate to provide for a return on TEP's FVI as a policy matter, it is RUCO's

position that a downward adjustment be made to the Company's authorized ROE in

recognition that a return on FVI mitigates risk. As support, RUCO cites to Commission

Decision No. 77956,47 issued in a recent Arizona Water Company rate docket, wherein the

Commission ruled as follows:20

21
22
23
24
25
26
27

"Based on the circumstances in this case, we find that a return on FVI of
0.20 percent is appropriate and we will adopt it. By allowing a return on
FVI, AWC is provided with additional revenue and cash flow which reduces
the Company's overall risk. As a result, we find it reasonable and
appropriate to lower AWC's COE by 20 basis points, to 9.00 percent, to
reflect the reduced risk afforded by the return on FVL"

46 Bulklcy Direct, p. 3.
47 Decision No. 77956 (dated April 15, 2021) issued in Docket No. W-01445A-19-0278.
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Q. What FVROR does RUCO recommend for TEP in this proceeding?

A. As shown in Schedule JAC-l (Page 2 of 2), RUCO recommends a FVROR of 4.66 percent,

based upon a 0.00 percent FVI cost rate.

Q. Did RUCO compute a fair value increment ("FVI") cost rate for the Company?

No.A.

XII.

Q.

CONCLUSION AND RECOMMENDATIONS

Please summarize RUCO's cost of capital recommendations in this proceeding.

A. RUCO recommends that the Commission adopt the following:

1)

2)

3)

4)

5)

6)

A capital structure comprised of 45.68 percent long-term debt and 54.32

percent common equity,

A 3.82 percent cost of long-term debt,

A cost of common equity of 9.20 percent,

An overall rate of return of 6.74 percent,

A fair value increment cost rate of 0.0 percent, and

A fair value rate of return of 4.66 percent.

Q. Does this conclude your direct testimony?

l
2

3

4

5

6

7

8

9

10

I I

12

13

14

15

16

17

18

19

20

21 A. Yes, it does.
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Attachment 1

John A. Cassidy, CRRA

(May 1987)

(August 1980)

(May 1976)

EDUCATION

Arizona State University ~- Master of Business Administration-Finance

University of Arizona -- Master of Library Science

Arizona State University - B.A. History, Latin American Studies

EXPERIENCE

Public Utilities Analyst V - Residential utility Consumer Office (RUCO), Phoenix, AZ (July 2015-present)

Public Utilities Analyst Ill - Arizona Corporation Commission, Phoenix, AZ (March 2013-July 2015)

Public Utilities Analyst If -- Arizona Corporation Commission, Phoenix, AZ (May 2012-March 2013)

Public Utility Consultant -- Arizona Corporation Commission, Phoenix, AZ(Jan. 2012-May 2012)

Regulatory Utility Consultant - Self-Employed, Tempe, AZ (20092010)

. Assisted in the preparation of testimony filed by the Residential Utility Consumer Office (RUCO)
in the Litchfield Park W/WW rate case (Docket No. SW01428A-09-0103, et al)

Regulatory Utility Consultant - Self-Employed, Tempe, AZ (2007-2008)

. Filed formal cost of capital testimony/schedules on behalf of intervener, Anthem Town Councll,
and testified at evidentiary hearing in the Arizona-American Water Co., Anthem Water and
Anthem/Agua Fria WW rate case (Docket No. WS-01303A-06-0403)

(Aug, 1993-Nov. 1997)Utilities Auditor II -- Arizona Corporation Commission, Phoenix, AZ

PROFESSIONAL DEVELOPMENT

Certified Rate of Return Analyst (CRRA) (May 2016)

National Association of State Utility Consumer Advocates (NASUCA), Portland OR (June 2020)

\ Annual Regulatory Studies Program ("Camp NARUC"), institute of Public Utilities, Michigan State
University, East Lansing, Ml (August 4-15, 2014)

Annual Financial Forum, Society of Utility and Regulatory Financial Analysts (SURFA)
Indianapolis, IN (April 2013 and April 2016); New Orleans, LA (April 2017 and April
2019); Richmond, VA (April 2022)

(May 13-17, 2013)NARUC Utility Rate School, San Diego, CA

HONORS

CPA Candidate - Passed the CPA exam (1997), but opted not to pursue certification
Beta Gamma Sigma - National Honor Society in Business Administration
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28.78 30.48 4707 38.17 40.47 41.88 43.17
7.50 as. 0 49.10 4 .to 51.50 51.70
14.7 16.9 1s.e 17.2 15.1 18.6 23.0 24.7
.92 1.01 1.05 .91 .75 .98 1.16 1.32

4.8% 4.5% 3.9% 3.9% 4.0% 3.8% 3.0% 2.9%

9 8 1 2 1018.4 1136.8 1488.4 1339.7 1419.3 1498.8 1 2 4 0 5

97.1 104.7 124.8 153.4 165.3 159.2 174.1 172.4

LTln1uw$e5.a mil l . 28.1% 21.5% 22.6% 19.4% 11.3% 14.8%
5.3% 4.4% 6.3% 2.0% 1.4% .8% .7% 1.3%

Leases, Uncapitalized Annualrentals$5.1 mill. 43.7% 44.8% 44.2% 46.3% 42.0% 41.0% 39.9% 38.8%
68.3% 55.4% 55.8% 63.7% 68.0% 59.0% 80.1% 81.4%
2134.8 2425.9 2882.2 3388.9 s2sa.4 3507.4 3584.3 3632.8
2947.6 2576.5 8286.4 3689.1 3741.2 3822.4 3904.4 4377.0

5.6% 5.3% 5.2% 5.B% 5.8% 5.5% 5.8% 5.6%
commonsm¢ks7,1e1,87a ahs. 8.1% 7.8% 7.8% 9.0% 82% 7.7% 8.1% 7.7%

8.1% 7.8% 7.8% 9.0% 8.2% 7.7% 8.1% 7.7%
2.3% 2.2% 2.5% 3.8% 2.8% 2.4% 2.7% 2.3%
71% 72% 67% 80% 68% 88% 68% 70%

2021 BUSINESS: ALLEIE, Inc. is me parent of Mlnnesota Pwierl which
NA supplies electricity to 146,000 customers in northeastern MN, & Sum
go; perior Water, Light & Power In northwestern WI. Electric rev. break

8 other Industrial. 8%; residential, is%; ccmrrerolal. 18%: wholesale.
NA 14%; other. 16%. ALLETE Clean Energy (ACE) owns renewable

219 ALLETE's Minnesota Power subsidi-
ary had its rate case hearing extended
and the utility awaits a decision by
the end of February with Final rates
likely being implemented in mid-2023.
Minnesota Power also filed a proposed
agreement that would add 400 megawatts
of wind energy and 300 megawatts of solar

Year energy as the company remains committedto increasing renewable energy and
providing 100% carbonfree energy by
2060. Meanwhile, Superior Water, Light
and Power, the compans subsidiary in
Wisconsin, expects a final order in its rate
case by the end of the year. The case

Year would generate $4.3 million of additional
sas annual revenue if its proposed rate in-. crease of 8.6% is approved.

posted thirdquarter earn-
ings of $0.59 per share on net income

3.95 of $88.7 million, a $6.1 million in-
crease year over year. Interim rates at

Year Minnesota Power, along with a strong
showing from the regulated operations
segment were the main drivers to an im-

2.41 proved performance in the September peri-
2.52 od. Our earnings estimate remains at the

midpoint of managelnent's fu11~year up
A Se r. and

t S areholdef
ncl. deferred charges. In

n mill. (E) Rate base: Orlg.
reserved. Faetuai nruxrerhl is olrralned f rom sources bellew d to be reliable and Is pmvluec w hhour w alranUos of  an okl rxi .

. T3J:uhllcatIon la sufcrr/ tar suhscl laers avm, noncommemlai, Internal use. Perl
for gsrreralnlg of marlrelng any printed of alodronlo pubBcatlon, solves or product.
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LT Debt $7570 mll

Due In 5 Yrs $2126 ml
LT lnbarust $272 mill.

337.8
21.5% 12.4% 10.1% 15.3% 13.4% 12.6% 8.4% 10.8% 10.8%

74.

4wa
700

4.0%
4.0%

64.5%

4250 Revenues ($mIII)
745 net Proltt Sml

4.0% Income Tax Rate
50% AFUDC % Io Net Profit

54.0% LongTerm Debt Ratio

Obllg $1251 ml.
14425 Total Capital [$mltl)
17075 Net Plant $mlpm stock None

MARKET CAP: 514.0 billion (Large Cap)

29°/»: whoiesate, 8%; other, 2%. Genofallng sources: coal, 82%;
gas, a2v.; wind, 16%; other, I%; purchased, 19%. Fuel costs: 25%

ELECTRIC OPERATING STATISTICS
2019 2020

2.2 2.3
11448 11134

6.98 7.55

2021
+3.7

NA
7.64

BUSINESS: Alliant Energy Corporation (formerly Interstate Energy)
is a holding company Formed through the merger of WPL Holdings,
IES Industries, and Interstate Power. Supplles electricity to 985.000

h/lnnosota. Electric revenue by state: WI, 43%; IA, 56%. MN, 1%. Address 4902 N. Blkmore Lane, Madison, Wlscousln 537182148.by.

Final GhargeOw. (%)

4.5%
Cash Flrtvv" 7.0% 7.5% 5.5%

Dividends 6.5% 6.5% 6.0%

The Inflation Reduction Act: (IRA)
that was signed into law in mid-
August is expected to be a big benefit.

Cai QUARTERLY REVENUES (5 mill.) ml

2019 987.2 790.2 990.2 880.1
I
I

I

2020 916 763 920 817 tax assets on its balance sheet after Iowa's According to
2021
2022 943 954 4100 , . .
2020 1100 925 1175 1050 4250 beginning next year. That said, $138 million.

EAR1llN(;8 PER5l.1,\l:1£A . . . Shares of Alliant Energy are ranked 4
ender mar.a1 Jun.30 Se .go Dec.31 with warmerthan-normal weather drlvmg (Below Average) for relative year-
2019 .58 .40 .94 .46 2.53
2020 . .The utlllty's investment roadmap m

270 eludes a notable amount of energy

S t a t e s
I

QUARTERLY DIVDENDS PAID B . f

Mar.81 Jun.3D Se .30 Dec.31

2019 .355 .855 .ass .365 1.42

months and the 3 to 6-year period are
also subpar. Like many electric utility is-
sues, the recent quotation is within our

A
95
70
95

To subscribe call 1800VALUELINE

High: 22.2 28.8
LOW 17.0 20.9
LEGENDS

29.0o x Dlvidends p sh

*s.a4m')a,.w..°
2bfI spll 5/16
Oglloraa you .

hadadafaamuicalas recession

I
.Asa
our

14.40 15.57 16.67 15.51 16.40 16,51 13.94 14.71 15.10 14.34 14.58 14.62 14.97 14.89 13.67 14.65 16.35 15.90 Revenuospersh 18.50
2.15 2.56 2.28 2.10 2.00 2.75 2.95 :1.a4 3.49 3.45 s.4a 3.97 4.32 4.59 4.92 5.25 6.50 5.75 "Cash Flow"persh 5.75
1.03 1.25 1.27 .95 1.a8 1.30 1.53 1.65 1.74 159 1.65 1.99 2,19 2.33 2.47 2.03 2.70 2.95 Eaml s sh A 3.50
.58 .54 .70 .75 .79 85 .90 .94 1.02 1.10 1.18 1.20 1.34 1.42 1.52 1.61 1.71 1.81 DIv=d%g881?8 ersh 811. 2.15
.7 2. 6 3.98 3.91 3.03 5.2 3. 3.78 25 5.26 684 6.92 8.69 5.47 . , p s fig parch 6.

11.42 12.15 12.78 13.05 13.57 14.12 14.79 15.54 16.41 16.96 18.0B 19.43 2124 22.78 23.91 26.25 BookValuepe¢sh c 10.25
232.25 220.72 220.90 221,31 221.89 221,87 225.92 227.57 249.87 250.47 251.00 251.50 CommonShs Ou1stg D 258.00

6.8 15.1 13.4 13.9 12.5 1 .5 .5 5.3 15.6 18.1 22.3 20.8 19.1 212 21.2 21.2 Bo1dOg rasa/I AvgAnn'l P/ERBUO 18.0
.8.8' . 8 1 .Hz ,ea 1* 82 .88 .87 .91 1.17 1.04 1.03 1.13 1.09 1.13 V a t!  2 Rs1atlvep!E Ratio 1.00

2 , 6.7% 4.6. 4.a 4.1 3.7% 252 3.6% 8.2% 3.1% 3.2% 2.9% 2.9% 2.9% AvgAt\n'IDlV'dY1e1d 3.7%
CAPITAL STRUCTUREaSo19/30/22 3094.5 3276.8 3350.3 3253.6 3320.0 33822 3534.5 3847.7 3410.0 aees.0 4700
701al0eb1$8811 rr1111. 382.1 395.7 some 384.0 4621 522.3 567.4 e24.0 674.0 ass

. 4.0%
(LT 1nteresteamed.3.3x) 6.5% 8.1% a.8% 9.4% 10.3% 10.7% 14.5% 16.3% 8.8% 6.0%
Leases,1Jncapi1al dAmual ren1a1s$2 mIIr. 48.4% 46.1% 49.7% 51.5% 47.8% 52.3% 50.6% 55.0%

48.4% 50.8% 47.5% 50.0% 46.1% 40.8% 45.7% 47.6% 44.9% 47.1% 45.5% 48.0% Commoniqgt Ratio 45.0%
PenslonAssais12/21$1011mllI. 6476.6 e4s1.o 72572 7446.a 8a77.e 8392.8 100s2 109a8 12857 12725 13875 17100

7838.0 7147.8 6442.0 8970.2 9809.9 10798 12462 13527 14336 14987 16025 20300
0.3% 7.0% 6.5% 6.8% 5.6% 6.7% 6.3% 6.3% 5.9% 6.3% 6.0% 6.0% Return 0nToi2lCap'I 6.5%

CommonStock251.021,830shs. 10.1% 11.0% 10.8/5 10.0% 9.5% 10.8% 10.9% 10.5% 10.6% 11.3% 11.0% 11.6% Return on Shr. Eqwly 11.5%
10.3% 11.3% 11.2% 10.2% 9.7% 10.9% 11.2% 10.7% 10.8% 11.0% 11.0% 11.5% ReturnonComE u E 11.5%
3.9% 4.9% 4.6% 3.6% 2.8% 4.0% 4.4% 4.2% 42% 4.3% 4.5% 4.5% RetalnadloComEq 4.5%
84% 57% 60% 66% 72% 64% 62% 61% 82% 62% 61% 61% AIIDlydsto Net prof 61%

72470vg. Lai. so
Anlnn\.nm {¢} of revs. '21 reported depress. rates: 2.9%64%. Has a.eoo empby

sen2As 538 s customers and gas to 425,000 rxslomers In WlssoIdn, lowa, and is. Chalvman, Presldent & CEO: John o. Larsen, Inc.: Wisconsin,

An Facto A NA NA
M M w M Ne 4..6 +.B Eleclrlc revenue: residential, 86%; commercial, 25%. Industrial, Tel.:6084583811.lnlsmet:www.allIantenergy.com.

265 251 259 Alliant Energy came up a bit short in power for more than 180,000 homes at

NATES M **....?.".p?.."e..;*"w"*°3;..8'%,;;';;. ';"...a 33.e7.§ih:.§;.r3."" wind-powerd ange(pefsh) 10 is. 5 Yrs. t°'26'27 . . -  . "
Revenues -1.0% .5% trxc utlhty earned $0.90 a share in the pe-

Eamlngs 7.0% 8.0% 6.0% Z`v°d'a1'I°fe3e12%.833'11°%'t0'?§,'3{'y 8'3.8'TZ
Book Value 5.5% 7.0% 5.0% billion. Weighing on EPS was, among As we understand it, new financing op-

o er things, a onetime charge below the sons under the IRA will enable Alliant
Fm Mar.31 J .30 8 .30 Dec.a1 v operating line (included in our estimates). Energy to take full ownership of 12 solar-

8  8 1 un 8 887 Notably, Alf ant wrote down the value of power farms that it currently shares with
several investment partners.

901 817 1924 927 3669. Department of Revenue announced a re- a recent report, the transition could save
1088 1185 duction in state levies on corporate income the utility and its customers upwards of

o p e r a t i n g
cal- conditions remained generally favorable,

increased airconditioner and electricity ahead price performance. At the recent
72 54 g4 8 247 use across A1l ant's threestate footprint. quotation, we think that buy-andhold in-

2021 be 57 [go .36 263 vestors will also do better elsewhere.
2022 .77 .63 .90 .40 . Notably, at 3.2%, the dividend yield is be-
2023 .80 .65 1,05 .45 2.95 storage. In late September, Alliant filed a low both the utility average and less-risky
Cal. Full plan .with the Public Service Commission r e t u r n s o f f e r e d b y U n i t e d

ondar Year of Wisconsin, calling for the addition of Treasuries. Prospects over the next 18
2018 .335 335 .335 .ass 1.34 138Gm§gawa_tt,suof battery storage in the

. peel lea y, the facilities would be
2020 .go .38 .go .go . 152 located in Grant and Wood counties
2021 .4025 .4025 .4025 .4025 1.6! a longside t wo prewously -approved so lar 2026-2027 Target Price Range.
2022 .4275 .4276 .4275 .4275 arrays. Importantly, they'd provide bridge N i l s  C . Van L i ew D ec em ber  9 ,  2022

A)DI1ldEPS.E I. rrlgl0sSe:'11,My.Au.,andN Dvld d I 851 l  b :Ori . .Rat 8IId . . I IA c Fl cl s h
l¢; 1 l3¢. 20 &X%1"§'»8»%'°3°nl sum .lm lo ken avail rshwJ?.3»d'é~lve§l'me3 Than In8;0: v»%°88?'l.. wil. a=°l$3£e§ on §$IZi"l3Ii'¢¢ gllibllly lrengl
roundin. Next earnings report due Lalo Fob. Qc, Incl. deferred charges. In '21: $1,980 mill.. avg. com, eq., 21: 11.3%. Regulaioiy Climate Prlca Growth Persistence
(B) Dividends historically paid In mld4=eb.. 1.91/sh.(o)ln mifwns. adi.for oil(EJ no Wisconsh.Above Average; Iowa, Average. Earnlngs Predlctablllty
o M2 Value Lim. lm. Arils renewed. Facial material is obtnlnevl from sou vas bolavsd to be rdlable Ann Is puwlded without wuranlles d any kind.
THE PUBLISHER s NOT is nslsLE FOR ANY canons OH OMISSIONS HFREN. Thlsdpw laalon 18 sizldly in §discrbels ow n. nonocmmerdd, hlemd use. NO WE
d It my be reproduced, resold, and of lrammtied h any prlnled, dedinnn al other loan, or w e for genoIaing or malkotng any printed or elacinnlc pubkullon. oew lco or prod.rcL
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21.4 Bold flgiuvs in Avg Ann'I PIE Ratio

38.9% 37.5% aa.9% 38.3% 36.7% 88.2% 22.4% 17.9%
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8.7% 10.2%
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Avg § l
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BUSINESS: A refen Cofporatlon Is a holding company formed
through We merger of UnIon Electric and CIPSCO. Has 1.2 mllllon
electric and 127.0G0 gas customers in Mlssourl; 1.2 million electric

NA
NA
NA

MAR KET CAP: $23 bllllon (Large Cap)

ELECTRIC OPERATING STATISTICS
2019 2020

3.5 5.8
NA NA
NA NA
NA NA

NA NA
in

MwlWdFW

ANNUALRATE8 Past Pas t w'd'1s '21

Ameren reported in-line results for
Setember quarter. Earnings pero $1.74

7.0%
6.5%

.  I
cal

endar
Full
Year

3.0% 4.0%
4.5%

QUARTERLY nsvmufs is mill.)
DeC.31
1316 and

owned life insurance investments. Earn-
6394
7150
7500

T h e com_\{)any's
p r o v e d  a i t .

Full
Year
3.35

2021 1566 1472 1811 1545
2022 1239
202a 1900 1700 2100 1800

Cal EARNINGS PER SHARE A
ender nlar.a1 Jun.30 Sap.30 Dec.31

2019 .78 .72 1.47 .38

2021
2022

.91
.97

3.84
4.10

.48

.59
1.65
1.74

.80

.80

I
Full
Year

QUARTERLY DIWDENDS PAID 8 I

Mar,31 Jun.30 Se .30 Dec.31

.475 .475 475 .495 1.92

.ss .55 .55

081
endar

2018
2019
2020
2021
2022

.55

.59

22.87 24.81 2725 20.10 Rovenuespush
a.0a 889 9.50 10.05 "Cash Flow"persh
0.50 084 4.10 4.35 Earnings persis A

2.00 w 238 2.52 DIV'd D9C1'd parsh B.
1 7 1 .55 ap pe Ingar
37.04 42.90 Book Value persis C

2sa.a0 257.70 I 280.00
22.2 .5
1.14 1.14 Value1LIni Relal1va pIE Ra11o .05

2.6% 2.7% Avg Annl Dlvd Yield 3.4%

6794.0 6394.0 7160 7500 Revenues($mil) 0400
877.0 995.0 1075 1185 nefvrolit sea 1455

15.0% 13.6% 120% 120% Income Tax Rata 12.0%
5.5% 6.0% 80% 510% ARlDc%tone!profl 4.0%

55.0% 66.1% 555% awe LongTerm DabtRatio 51.0%
44.3% 43.3% 44.0% 89% Common ul Ratio 40.6%
20158 22391 23900 24950 ToxalcapnaIlsmaln 29500
26807 29261 31225 33050 No Plant Smlll 38400
5.3% 5.8% 5.5% 55% RetumonTdaICap'I 6.0%
9.7% 10.1% 10.0% 10.0% RetumonShr.Equly 10.0%
9.7% 10.2% 10.0% 10.0% RstumonComE uN E 10.0%
4.2% 4.4% 4.5% 4.5% Retahedto Com Eq 4.0%
67% 57% 58% 58% All Dlv'dslonetPro1 60%

elating sources: coal, 73%; nuclear. 11%; hydro & other, 9%; pur
chased, 7%. Fuel oosls: 25% of revenues. '21 reported depress
rates: 3%4%. Has 9.100 ernp!oyees. Chairman: Warner L Baxter.
President & CEO: Martin J. Lyons, Jr. Inc.: Lksouri. Address: One
Ameren Plaza. 1901 Chouteau Ave.. P.O. Box 6B149. SQ. Louis,
MO 631688148, Tel.: 314-6213222, Internet: wwwameren.com.

eludes a 6% to 8% compounded annual
g r o w t h ra te fo r e a rni ng s f r o m 2022
through 2026. This should be driven pri
marily by strong rate base growth and in-
frastructure investment. It expects divi-
dend growth to be in line with l o n g t e r m
earnings growth and is planning for a pay-
out ratio range of 56% to 70%.
Business investment is paying off. At
Ameren Missouri, the company estimates
that over 6.5 million minutes of customer
outages have been avoided in 2022 due to
recent infrastructure investments. M6HH-
while, the Inflation Reduction Act (IRA)
was enacted in August, and is designed to
help reduce the cost of the clean energy
transition. It provides tax credits for wind,
solar, and nuclear energy centers, as well
as energy storage, carbon capture utiliza-
tion and hydrogen development. The in-
centives in the IRA align well with the
companywide goal of reaching net zero
wrbon emissions by 2046.
T h e d i v i d e n d y ie ld o f  thi s h i g h
quality stock is below the utility
mean. The recent price is within our
2025-2027 Target Price Range.
Kevin Downing
Ifled; In IL: electric.

earned on 8V9 com.
Climate: MO. Aver

December 9, 2022
A

100
85
95

°°ml8=",y'" Financial Strength
Stoc 's rice Stability
Prlcs Growth Persimance
Earnings Predlctabllll

To subscribe call 1B00VALUELINE

331

33.30 36.23 38.92 29,87 31.77 a1.04 2a14 24.06 24.95 25.13 24.00
8.02 6.76 6.44 6.06 6.83 5.87 5.87 5.25 6.77 s.08 7.83
2.66 2.98 2.88 2.78 2.77 2.47 2.41 2.10 2.40 2.38 3.35
2.54 254 2.54 154 1.54 1.56 n o 1.50 1.61 1.86 1.92
4.99 8.98 .75 7.51 .88 4.5 5. 9 6.87 7.66 8.12 9.92

31.86 32.41 32.80 33.08 32.15 32.64 27.27 28.97 27.67 28.63 32.73
206.60 237.40 240. 0 42.60 242.63 242.65 246.20

19.4 7. . .3 9.7 .8 13.4 16.5 16.7 17.5 18.3 20.6 8.3 22.1
1.05 .92 .85 .62 .62 .75 .85 .93 .88 .as .98 1.04 .99 1.18
49% 4.9% 82% 6.0% 5.8% 5.3% 5.0% 4.8% 4.0% 4.0% 3.5% 3.1% 8.0% 2.8%

CAP1TALS;RUCTUREas 019/30/22$ 8828.0 5838.0 $053.0 6098.0 6076.0 6177.0 6291.0 5910.0
Total Deb1 14798 mill. Dueln5Vrs 3446 mill. . .0 593.0 0 6599 . . .
LTDeb1 $15577 mill. LT lntorest$436 rfllll. 0890 518 sas. 8830 8210 8340

;, ;,°;;;;;»;g.,8$Q5,45m,,. 8.1% 7.1% 5.7% 5.1% 4.1% 5.6% 6.9% 518%
Oblong $5457 mill. 49.5% 45.2% 47.2% 49.3% 47.7% 49.2% 50.3% 52.1%

Pfd Stock$129 m111.$5 Pfd Dlv'd 55m11101 49.4% 53.7% 61.7% 49.7% 51.3% 49.8% 49.8% 47.1%
807,595 sh.$3.5010 .50 corn..vi par). 00 1sas4 12191) 12975 13968 1as4o 14420 1 az 71
s1a1edvaL,redeem.$1G2.176$110/sh.;487,508 i s 1 1a

5?z>8t838°5"°°'°"'°° par.redeem.$100 ew. 5.6% 587. 5.3% 8.0% 11.0% 6.4% 6.0%
Common s1o¢k2sa,5a,1o95hs. 7.7% B.7% 8.3% 9.1% 9.9% 10.8%
as 0110/31/22 8.8% 7.8% 8.7% 8.3% 9.2% 9.4% 10.7% 10.3%

3.0% 1 .9 % 2.9% 2.5% a.a°/. 9 .4% 4 .8 % 4 .4 %

66% 7 6 % 8 7 % 7 0 % 5 4 % 6 4 % 5 5 % 5 7 %

Sa1es(KV111] 3 3 3 1
.U$9(INlH1lv .

c=»¢(1v=IV§W "HM and a1a,000 gas customers In llraois. Discontinued nonregulatod
peal(u»e,sum¢f NA NA powergeneration operation in 13, Electric revenue breakdown:
%Ctmgo0uen11as reno NA NA NA reslOentiaI,49%; commercial, 34%; Indu=s1rlaI. 8%;othar, 9%. Gon

Fired co. 307 291 325CAB ¢%) t h e

oldaango(porsh) 10 Yrs. 6 Yrs. lo'26'27 share . were 8 P8UI1)' hlgher than
Revenues 2.5% ggg3 4.0% our estunate and 6% greater than the
"Cash Flow" a.0% e. 5.0% yearago tally. Earnings at Ameren Mis-
533 3.0% 7.5% 6.6% sour, the largest segment, benefited from
Book Value 1.0% higher electric service rates. This was per-

tially offset by higher operations and
Mw..31 Jun.30 5 .go maintenance expenses derived from unfa-

2019 1556 1379 1659 5910 vorable market returns company-
2020 1440 1398 1628 1328 5794 . . .ings at the three remaining business seg-

1879 1726 2306 merits were solid, primarily due to m-
creased investments in infrastructure.

guidance has im-
Due to strong execution,

management narrowed the 2022 earnings
2020 .59 98 1.47 .48 3.50 guidance to a range of $4.00 to $4.15 per

share. This compares to the initial guid-
ance range of $8.96 to $4.15 per share. Im-

2023 1,00 ,90 1.80 .65 4,35 portantly, the yearto-date benefits it has
seen from weather and higher-than
expected 301¥ear 'Ireasury rates are most-
ly being o set: by the aforementioned

.4575 .4575 .4575 .475 1.85 company-owned life insurance investment

.495 .495 4g5 .515 2.00 performance, as well as higher than ex-
2.20 pected short-term and long-term borrow-

.6g .6g .59 ing rates. The current five-year plan in-
(A) Dlluted EPS. Excl. nor rec. gain glosses): gr) Div'ds paid late June. sell, & Dec.. '22: elec. & gas, none spec
'10,($2.19);11,d(32¢);.'15éé$6.42); l7,(63¢); lvdrenvesL gr" avail.(C)lncI. rang. In varles;ln21:;as,9.67%;
garn (lassllrom rsconlrn ops.: '13, (92¢); '21:$B.60lsh.( )In mill. (E) Rate base: Ong. eq., '2l: 10.6°v. Regulatory
'15, 218. earl earnings report due midFeb. cost dopr. Rate allowed on corn. eq. In MO in ago, IL, Below Average.
o 2022 Value Uno, Ino. Ahsprglls resew ed. Factual rralarlal Is nblalnod Num sources ballevad lu be refable and Is provided w llw ul w amanllss al anl*0k1nd.
THE pusustref r Is NOT RE SIBLE FOR ANY ERRORS OR OMISSIONS HENENN. r'rlr;J»ubm»rmn is srrlclly for subscribers m. noncommerdal, Wilnal use. part
dImayberep1nducad,rosold,sIolad ornansmlllsdrnanyprlr\Md,oloelrml:aol\erlorm, or for genaralrngormarnotlng anypmtod orshn0r\lcpr.lallmlnn,seviaeorprodLr=1.
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71.3
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78.1
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106.0
65.1
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91.5
74.B

Target Price Range
2025 2025 2027
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HIQ1:
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29.40 ii

I
200
160
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38.55
14.00

6.50
4.00

14.00

59.00no! 92101

,Q

am
I

I

202527 R ..,
. Annl Total Il al'

Price Galn Recur a
Hgh 120 (+25% 9%
Low 100 (+5% 6%

Ins inut lonal  Dec ls lons
men: 202022 scam

83.1 333 331 338 xxx'
HW 382433 355400 384675 traded B

2 0 0 8  2 0 0 7  2 0 0 8 2 0 1 1

31.82 33.41 3656 28.22 30.01 3127

6.67 6.80 6.84 8.82 629 6.83
2.86 2.88 2.99 2.97 2.60 a.1s

1.50 1.58 1.84 1.64 1.71 1.85

sas 8.88 a l a 6.19 5.07 5.

23.73 25.17 28.33 27.49 28.33 30.33

396.87 400.43 406.07 78.05 480.81 483.42

12.9 l as 18.1 10.0 13.4 11.9
.70 .87 .79 .67 .85 .75

4.1% 8.4% 4.2% 5.5% 4.9% 5.0%

CAPITAL STRUCTURE 88 of 9/an/22
Total Debt $38349 mill. Due In 6 Yrs $12886 ml.
LT Debt $336471rill. LT Interest $1067 mm.
IncL $549.4 mill. secuvlllzed bonds. Incl. $500.7
mll. finance leases.
(LT interest earned: 3.2x)
Leases, Uncnpilalized Annual rentals $119.8 milL
Penslon Assets12/21 $5352.83 mill.

Obllg $5187.0 mill.
pfd Stock None

2021
+3.0

NA
NA
NA
NA
NA
NA

Common Stock 513,853,878 she.
as of 10/27/22
MARKET CAP: $48.9 bllllon (Large Cap)

ELECTRIC OPERATING STATISTICS
201 g

2.2
NA
NA
NA
NA
NA
4.3

2020

NA
NA
NA
NA
NA

+1 .0

234Fixed c Cow.

ANNUAL RATES
of change (per sh)
Revenues
"Cash FloW"
Earnings
Dwklends
Book Value

Past
10 Yrs.

.6%
4.5%
4.5%
5.0%
4.0%

Past
s Yrs.

1 .6%
5.0%
4.0%
8.0%
3.5%

243 272

Es\'d '19'21
to '25'21

3.5%
a5%
6.5%
6.0%
6.0%

»

remaining
the deal can go through is the approval of
an be

L. |

QUARTERLY rlevenuesll mIL)
Mar.81 Jun.30 Se 30 Dec.31

4056 3573 4315 3616
3747 3494 4066 3610
4281 8826 4623 4061
4593 4640 5528
4800 4300 6150

EAHNNGSPERSHAREA
Mar.31 Jun.30 s .30 Dec.31

1.16 .93 1.48 .51

. . - .
1.24

1.30 1.25 1.75

OUARTERLY DIVIDENDS PAID 8 I T

Mar.31 Jun.30 So .ao Dec.31

30.77 31.48 34.78 33.51 aa.a1 31.35 $2.84 a1.49 30.04 38.30 35.20 35.95 Revenues persis
6.92 7.02 7.57 7.98 8.47 7.95 8.77 9.36 10.28 10.98 11.50 11.95 "Cash FIow"persh

2.98 3.18 3.34 3.59 4.23 3.82 3.90 4.08 4.42 4.96 600 535 Earnlngsparsh A

1.88 1.96 2.03 2.15 227 2.39 2.53 2.71 2.84 3.00 3.17 3. 35 owawuwshv- t
. 7.75 8.68 9.37 9.98 11.79 12.89 16. .15 acT$wdingpersh

31.97 32.98 34.37 96,44 35.38 87.17 08.68 44.49 4130 60.30 Bookvaluapersh c

485.67 487.78 489.40 491.05 491.71 49325 514.00
1a.a 14.5 15.8 15.8 152 19.3 18.0 2 . .6 7. sowng nisan vgAnnl pIE a c 7
.88 .81 84 .80 .80 .97 .97 1.14 1.01 .ea Vs! Lina RelatlveplE Ratio .95

4.6% 4.2% a w. s.a% ask . 8.4% a w. a.1% 3.8°A 3.5% es!! "'°' AvgAnnID1v'dY§eld :mes

14946 15357 17020 18453 18880 15425 16196 15501 14919 16792 18100 18000 Revenues($mIll) 21000
1443.0 1549.0 1634.0 1763.4 2o7a.s 1788.2 1923.8 2019.0 m u l 248B.1 2580 2775 Net Prolll $mlll 3565

33.9% 36.2% 87.8% 35.1% 26.0% 33.7% 58% .7% 1.9% 4.6% 70% 70% Income Tax Rats Z0%

11.2% 7.3% 9.0% 11.0% 8.0% 8.0% 10.7% 12.7% 9.7% 7.8% 10% 70% AFUDC%10N€1 PL0411 5.0%
50.6% 51.1% 49.0% 49.8% 50.0% 51.5% 53.2% 55.1% 58.5% 58.3% 68.0% 58.0% LongTelm Debt Rallo 575%

49.4% 48.9% 61.0% 50.2% 50.0% 48.5% 468% 43.9% 41.5% 41.7% 42.0% 42.0% CcmmonE u Ratio 42.5%

30823 32913 33001 35633 34775 37707 40577 44759 495>37 ss7a4 57775 62960 To1aIc8pltal($m1lf) 75900

38763 40997 44117 46133 45639 50262 65099 60136 63902 66001 70650 74so0 Net plant $nml 97300

6.1% 6.0% 6.3% 6.1% 7.2% 6.9% 5.9% 5.6% 5.6% 5.6% 4.5% 4.5% Recur on TotatCap't 5.5%

9.6% 9.6% 9.7% 9.9% 11.9% 9.8% 10.1% 10.3% 10.7% 11.1% 11.0% 10.5% Return on Shr.Equ1ty 11.0%
9.5% 9.6% 9.7% 9.9% 11.9% 9.8% 10.1% 10.3% 10.7% 11.1% 11.0% rafa Retumon Com EqUIty e 11.0%
3.5% 3.7% 8.8% 3.9% 5.6% 3.2% 3.5% 3.4% 3.8% 4.3% 4.0% 4.0% RetalnedtoComEq 4.5%

63% 62% 61% 60% 54% 67% 65% 67% 65% 61% 63% 63% AIIDlvdstonetpr01 62%

BUSINESS:Amerlcan Electric PowerCompanylnc.(AEp).through barge operation In 15. Generating sources mt avallabie. Fuel
10 operating utilities. serves 5.5 milton customers in Arkansas. costs: 33% of revenues. 21 reported depreciation rates (utility):
Kentucky, Indiana. Louisiana, Michigan, Ohlo. Oklahoma, Tennee 2.6%-12.5%. Has 16.700 employees Chairman, president a CEO:
see, Texas, Vkginla, & West Virginia. Has a Uanenleslon subslrt Nicholas K. Aklns. COO: Lisa Barton. Incorporated: New York. Ad
ary. Hectrlo revenue breakdown: residential. 43%; oommerdal, dress: 1 Riverside Plaza,columbus, Ohio 432152373.Talephone
23%; industrial. 18%; wholesale, 10%; other, 8%. Sold commercial 614-7181000. tntemet: www.aep.com.

American Electric Power will soon to meet or exceed its full-year guid-
complete a divestiture, and the com- ance. American continues to realize
party is interested in shedding other aboveforecast, weather-normalized load
assets. AEP expects to raise $1.45 billion (the amount of electricity OD the grid at
from the sale of its Kentucky Power sub- any given time), which is now 2.6% above
sidiary The motivation for the sale is the pre-pandemic levels. Year to date, residen-
entity's lack of an adequate return on rial, commercial, and industrial sales com-
equity. The last hurdle before parsons are up .3%, 3.8%, and 5.5%,

respectively. This compares to the compa-
apglication, which should received by's 2.9% (revised upward from 1.6%)

by mi December. The transaction would retail sales forecast for 2022. The company
then close by early January The com any should continue to benefit from rate relief,

big for increased investment in its transmission
its 1,800-megawatt portfolio of nonregu- business, and volume growth. Our $5.00
lated renewableenergy projects, GAAP earnings estimate is within man-
piecemeal or as a whole. Management is agement's guidance (on a GAAP basis) of
now moving on to the due diligence pro- $4.97$5.07 a share. At the analyst do in

early October, the company establishec its
2023 earnings per share guidance. range at
$6.19$5.39 and the long-term bottom line
growth rate at 6%7%.
The dividend yield of this topquality
stock is at the utility average.

unspectac at
.67 .67 .67 70 2.71

Cal-
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2020
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2022
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2018
2019
2020
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2022

Company s Rnanclal Strength A+
100
B0
95

Year half of 2023. Following Total re-
turn potential IS f o r the

lated next 18 months and Tirneliness is average.
2.84 have less risk than nonutility assets, and Further, the recent quotation is just below

our 2025-2027 Target Price Range.
The company appears well positioned Kevin Downing December 9, 2022

c In '21: $17.04/sh. (D) In ml. '
(BDlvds  paid 8tock's Prlce Stability

Dec. lvd reinvestment eq.:9.8%10.9°A,ealnad on avg.com.eq.,'21 Price Growth Perabtonco
Earnlngs Predlctabllliy

To subscribe call 1-800VALUELINE
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he Au rights
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PRICE YLD

TIMELINESS 3 Pal90d 4J1122

SAFETY 1 Hal9ad8l17!17

7eCHNICAL 2 Lowersd11f18f22
BET A .75 (1.00=M8l kB1)

18Month  Targe t Pr l ce  Range

Low-Hlgh MIdpolnt(%toMld)
559.$127 $ 1 0 8 (1 6 %)

ascmgenenlsaleaxw
Avg hwstUse(my8 HE
Avg.hms!.Hws. WH(¢]
WWMPmKI
MWM
7iCWl@ULE40fl*8IS fQIVJI

Full
Year

15561
14918
16792 . . . .33411s100 has also started accepting In1t1a1

4550 18800
Fun either
Year

100 105 1.50 .87 cess with select bidders. It expects the pro
115 115 1,59 1.07 4.96 cess to close in the June quarter of 2023.
1.41 1.02 133 5.00 Meanwhile, the company is conducting a

1.05 5.35 strategic review of the retail business
Full which it expects to cotngllete in the first.

vestitures, AEP
plans to expand its investments in regu-

.62 .62 .62 .87 2.53 renewableenergy projects, which

.70 .70 .10 .74 . . .

.74 .74 .74 .78 390 electric transmlsslon.

.78 .78 .78 83
(Ag Dlluted EPS. Excl. nor rec. gains lbssesl: '06, 2¢; '08, as: '15, 580, '16, (1¢l. Next earn I I Incl. lnlang.

10, ( ¢): '1 , ings report due late Jan. early E Rate base: various. Rates allowed on com.
38¢ S  l . , & .

l2(»¢l= gains (loss) from disc. ops.: plan avail. teghareholder Invest. plan oval 11.6°/». Regulatory Climate: Average.
0 2022 Value Lho, mssrved. Factual material is obtained from sources believed

. Yh lMon Is shelly for suhselibsr's own,
Brue lofgsnerallngolmalke

l o be rel iable and Is provided vrimoul  wananl fes 01 and* kind.
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VALUERECENT
PRICE

PIE
RAHO

DIV'D
YlD93.18 1.11 4.3%M MNYSEDUKDUKE ENERGY LINE

75.5
84.2

87.8
70.2

B7.8
87,1

90.0
65.5

91.8
76.1

103.8
62.1

97.4
82.5

108.4
85.6

91.4
72.0

118.3
83.8

Target Price Range
2025 2026 2027

. I

I
200
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Yes

High: 66.4 71.1
Low: 0.6 59.6
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2016 2016 2017am E421
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35.05

13.25

5.45

3.98

16.00

62.75

$2.64

12.60

5.24

3.90

12.63

61.55
|Ino IzzmIw

I13.8

.87

5.2% 4.5%

1.02

3.9%

M he. my )
2 0 2 1
+2 . 0

N A
N A
N A
N A
N A
NA

T MELN ESS 3 Flelssd 5120fz2

SAFETY 2 N8w 91/07

TECHNICAL 2 Lowered 1114122

BETA  as  ( u) 0=mar kel)

18m onth  Targe t Prlce  Range

Low High Mld p o mt ( % lo  Mld )

$88$134 $111 (20%)

527 P OJECTIONS .  J n
Ann'ITaAal

price aw; Return
H 1 a0 40A 12%
LE 95 ( * (hi l l 6%
hatltuilonal Decisions

4U2B21 m a y zozmz I i s

W %m ?
HHsW 484677 487269 491735

2 0 0 7 2 0 0 8 2 0 1 0 2 0 1 1

25.32 30.24 a1.15 29.18 $2.22 a2.ea

7.86 B.11 7.34 7.58 8.49 8.68

2.78 3.80 3.03 3.39 4.02 4.14

. . 2.58 2.70 2.a2 2.91 2.97

.07 7.4 10.55 9.85 10.84 g.

62.30 60.40 49.51 49.85 60.84 51.14

418.96 420.62 423.96 38.29 442.96

16.1 17.3 13.3 12.7

.85 1.04 .BS .81

4.4% 6.2% 6 2 % 5.7%

CA PITA L STRUCTURE as  016130122
Total Debt $70193 mill. Due In 5 Yrs $w536 mill,
LT Debt $68147 mill. LT Interes t $2206 mill.

hc l. $915 mill. llnance leases .
(LT Interest earned: 2.7x)

Leases, Uncapitallzsd Annual rentals $225 mill.
Ps ns lon A s s ets 12/21 $9236 mm.

Oblig $8207 mill.

P1dStOCk$1962MIll . Pf d  Dlv ' d$107mll l .

40 mill. shs. 5.75%, cum., $25 liq. value,
rodesmabla at $25.50 prior to 6/16/24; 1 mill. she.
4.875%, cum., $1000 liq. value.

Common Stock 769,968,724 shs. as of 7/31/22
MARKET CAP: $84.6 bllllun (LHIQG Cap)

ELECTRIC OPERATING STATISTICS
2 0 1 9

. 9
N A
N A
N A
NA
NA
NA

2 0 2 0
2 . 3
N A
N A
N A
N A
N A
NA

238 188

Pas t
10 Yrs.

Pas !
s Yrs.

alcsa enaalsales
An.h $LU$B(HW

capaawea L
Pea51Load, Surmoi we
mmulmuramql
MMngscusmnes vgj

HxBd(l1 8CUI.(%)

ANNUAL RATES
of changupersh) to 2527

2 . 5 %

21:19 6163 5873 6940 6103

Full
Y ear

25079

2021 6150 5758 $951 6238

5928

25097

27000

6750

EARNINGS PER SHARE A
l

2021 1.26 1.15 1.88 . 9 4 5.24

1

27.88 34.84 38.84 84.10 32.49 33.06 30.73 3421 01.04 35.05 Revenues  pers is 3 1 0 0

6.80 8.55 9.11 9.40 9.20 10.01 11.05 12.12 12.04 14.00 "c&5hFI01~r ' pers is 16.00

3.71 3.98 4.13 4.10 3.71 4.22 4.72 5.00 5.12 5.76 Eamlngs  per s is  A 6.50

3.03 3.09 3.15 3.24 3.36 3.49 3.64 3.75 3.82 4.05 Dlv'dDeCI'd pgf5hBI 4.30

. 7.83 7.62 9.83 1129 11.50 1 .9 15.17 12.88 16.75 ap' In g p a r s . 7

58.04 58.54 51.a1 57.74 58.62 59.63 6027 61.20 69.82 64 .50  BookV a lueper s h  c 70.00

704.00 705.00 707.00 088.00 700.00 700.00 727.00 733.00 789.00 770.00 Coml1on ShsOuts1' 770.00

7.6 17.4 7.9 18.2 21.3 9.0 17.0 17.7 7.1 18.9 Bol d ! QSBIB AvgAnn'l p1E11¢0° 7.

1.11 .ss 8 4 .92 1.12 1.00 .92 .94 .88 VUIUEUIW Relative?/E Rai lo .95

4.7% 4.4% 4.8% 4.0% 4.a% 4.2% 4.2% 4.4% earl " AvgAnn'IDlv'dvreu 3.9%

19824 24598 23925 23459 22743 23555 24521 25079 23868 25097 27000 27750 Roven11es($mlll) 29200

2136.0 2818.0 2934.0 2854.0 2560.0 2963.0 3330.0 3747.0 3878.0 4133.0 4200 4500 Netpr oot  Smu 5040

802% 32.0% 30.6% 32.2% 31.0% 30.4% 14.1% 12.7% .3°/> 5.1% 10.0% 9.0% I1come Tax  Rate 9.0%

22.8% 8.8% 7.2% 9.2% 11.7% 12.3% 11.4% 8.0% 6.9% 5.9% 8.0% M% AFUDC%toNd  Pro fs 70%

47.0% 48.0% 47.7% 48.6% 52.8% 54.0% 53.8% 54.0% 53.7% 55.1% 56.5% 58.5%  LongTer m oebtnauo 81.0%

52.0% 52.0% 52.3% 51.4% 47.4% 46.0% 48.2% 44.1% 44.4% 43.1% 420% 40.0%  Common Et lu i Ratio 375%

77307 79482 78088 77222 86809 90774 94940 101807 toaeea 109744 115150 124525 Tolalc aplta l( s mlll) 1441017

68558 138490 70046 75709 82520 86391 91894 102127 106782 111408 117725 124375 Netptant  Smlll 141100

3.6% 4.8% 4.8% 4.8% 4.0% 4.3% 4.6% 4.7% 4.8% 4.8% 4.5% 4.5% Return on Totatc ap' l 4.5%

8 2 % 6.8% 7.2% 7.2% 8.2% 7.1% 7.6% 8.0% 8.1% 8.4% 8.5% 9.0% Return on She EquRy 9.0%

5.2% 6.8% 7.2% 7.2% 6 2 % 7.1% 7.6% 8.3% 8 2 % 8.5% 0.5% 9 . 0 %  Re t u mo n  Co mE u E 9.0%

.9°/1 1.5% 1.7% 1.5% .8% 1.2% 2.0% 2.4% 2.3% 1.9% 2.5% 2 . 5 %  Re t a ln e d t o Co mEq 3.0%

82% 78% 78% 79% 91% 83% 74% 71% 73% 78% 76% 73%  A ItDlv 'ds toNetpr o4 68%

BUS1NESS: Duke Energy Corporation Is a hddlng oompanyfor utll res idential. 45%; commercial, 28%; hdus triat, 13%; other. 14%.
ties  with 7.6 nit. etec. customers in NC, FL. IN. SC. OH, & KY, and Generating sources: gas, 82%; nuclear, 30%; coal, 18%; other, 1%;
1.6 mltl. gas customers In OH, KY, no, so, and TN. Owns inde ptxchased, 19%. Fuel costs: 28% of revs. '21 reported depress. rate:
pendant power plants & has 25% stake In Natlonat Methanol In 2.9%. Has 27,600 employees. Chairman, Pros lclent& CEO Lynn J.
Saudi Arabia. Aoq'd Progress Energy 7/12; Piedmont Natural Gas Good.  Inc . :  DE.  A dr kas s 550 South Tryon $1., Charlotte. NC
10/16, dtswntinued most Intent ops. it '16, Elec. rev. b reakdown: 282021808, Tet.: 704seeessa. Internet: www.dukeenergy.com.

ty is estimating cost mitigation of $200
million startin in 2023, due to rising inEnergyProgress requested a boost of $326 terest rates 81.5 inflation,
The company is very focused on car-

in 2024, and $138 million (3.8%) in 2025. bon reduction and the development of
clean and renewable energy projects.

proposed its first base rate case in four Currently, the utility has 5,000 megawatts
years, and expects rates to 0 into effect in of Commericial wind, solar, and battery

In Ohio, the utility is seeking a projects, ranking it within the top-10 larg-
est renewable companies in the Unitednears conclusion. States. By 2035, the company intends to
reach 30,000 megawatts of renewable en-
ergy Duke plans to invest $145 billion
over the next 10 years and achieve net-
zero carbon emissions by 2060 in its clean

range of $5.30 to $5.60, and a long-term energy transition. Management expects
earnings growth rate of 6% to 7% through carbon emission reduction to exceed 50%
2026. Rate relief and strong retail volumes b 2030, and 80% by 2040.

1418 stock has dropped 20% in value
since our August report, alongside
losses by most of its peers over that
time due to rising interest rates.
Despite the stock's price reduction, its 18-
month and 3- to 5-year capital appreci-
ation potential does not stand out. Mean-
while, this issue is ranked 3 (Average) for

ender

2018

2019 .9275 .945 .945

2021 865 .965 9 8 5 .985

.# 2 Dil.  EPS.
1 22¢, '14, 5943:

A
95
45

100

We look for a strong earnings per-
formance 'm 2023, near the company's

3.75 growth target of between 5% and 7%.

3.90 and Duke Energy raised its load growth
prediction to 1,5%-2% from 1.5%. The utili- Zachary J Hodgkinson November 11, 2 0 2 2

due to rounding. Net we. °°'*'g='*g's FInandal Slreng1h9Div a s  p a id  miz a r . , com. eq. in '21 In NC:9. %; in19in SC: S t o c  s r ic e Stahlllty
Ivd relnv. '20 h FL: 9.5%1 I.5%; in '20 In IN: 9.7%. Price Growth Persistence

Earnings Predlctablllty

To subscribe call 1800VALUELINE

209 Duke Energy has a number of rate
Eavawa-'21 eases pending. In North Carolina, Duke

Revenues .5% .5% million (8.5%) in 2023, $151 million (8.9%)
"Cas.h Flow " 4 . 0 % 5 . 0 % 5 . 0 %

gggggggs 328 go;/z In South Carolina, Duke Energy Progress
Book Value 2.0% 1.0% 2.5%

Cal QUARTERLY REVENUFS(Smlll.)
ends maf.a1 J ao se .so De .31 c a l l y  2 0 2 3 .

r u n . P C $ 5 6 r m l h o n ( 3 % ) h i k e , a s t h e r a t e c a s e

020 5949 5421 8121 5777 23868 hearing a  . A c b u s t e d
2 second-quarter earnings of $1.14 a share,
2022 7132 6685 7255 slightly outperformed our call of $1.10.
2023 7250 7375 6375 27750 Our 2022 full-year estimate remains at
Cal Full $5.45 a share. Management reaff irmed a

ender Mar.61 Jun.30 Se .30 De<>.31 Year
2019 1.24 1.12 1.79 .91 5.06
2020 1.14 1.08 1.87 1.03 5.12 . . .were the man divers to the bottom line
2022 130 1.14 1.g6 1.15 5.45 in the second period. Volume growth in-
2023 1,30 1,20 2.00 1,10 5.75 creased 2.6% year over year, which is
Cal. qUAMERLY DIWDENDS PAlD 9. Full lugher than 2019 levels.

lAar.31 Ju n . 3 0  S e  . 3 0 Dec .31 Y ear

.89 .89 .9275 .9275 3.64

, 27 .
2020 g45 3455 .Q85 965 3.82 Hlgher electrxc volumes should continue,

. . Ti me li ness.
2022 .985 .985 1.005

Exclnetnarvec.los s es :'12,64¢, Nex t  egs .  due  ear ly  Feb . ( E)  Ra te  bas e : c os t .  Rate a ll 'd  on
, 15  5¢ .  116 .  60¢ ,  is ,  es , June,  SepL,&Dec . 9 5 % ,

'20,  $8.40;  '21,  30¢i 1Q22. 22¢;  net  nonr ac Y an avail. (C)  Inc l. Intalg. In '21: in
gah:'l7, 14¢.2021 EPS dont s um ter annual $41.34lsh. Fu) In  mi l l . . ad j.  f o r  r ev .  s p i l l . Reg. Cl lm .: NC,SC Avg.;OH,lN Above Avg.

o 2022 Valle Une. Inc. All rlgllls reserved. Factual naiariel Is oblaMed mm sources baeved to be rellabla and is provided wihoul warranllas of m11 kind.
TIE PUBLISHER is NOT RESPONSIBLE FOR ANY ERRORS OR omissions HEREIN. WB ubloaM Is wwlly in( wbsobets own. noncrxrvrrelclal, lnlemal use. o pan
of may be repreduoed. lesdd. slowed or uananmd In or printed. elewonlc or Chev form, 01 use tor generallng or marlrellng any prlnled of dedronlc pulallcaion, servloe or product.
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13.0% 26.7% 37.8% 2.2% 11.3% 1.8% MA F NMF

65.8% 55.1% 54.9% 57.8%

I

27299 27882 28723 27824 2782: 29664 81974 85183

4 6 . 2

ELECTRIC OPERATING sTAT\s71cs

Oh RelaiSales(KWt» 201149 8 2 ?'A am . .
M M ¢] Texas . and New Orleans  (regulated separately from Louis iana).

;;8°@3§g,gg;'lL~) nonutllty nuclear mit (shut down 5/22). Electric revenue btaak

5735 63.10 5845 Revenues push 61.50
17.90 1775 1795 "Cash FIOW" per  sh 20.50

a s 6.66 A s a Ear n ings  per ah A 8 5 0

3.88 4.10 4.30 Dlvd Ded'd per sh B I t 5.10

.86 18, 5 19.00 Cap'I Spendlng pers is .75

57.42 60.00 03.55 Book V alue pers is  C 74.00

202.65 O mr o n uts l g 21000

15.3 15.0 sofa as saf e A vg A nn'I PIE Ratio i8 . 0

.79 .00 Value Lina Relative PIE Rollo .90
3.0% 8.7% es yes Avg Ann'l DlV 'd Y ldd 3.7%

10114 11743 13000 11800 Rov onuas ($mlll) 13150

1406.7 1402.8 1070 1420 No Pr of it  $m1u 1845

NMF 16.1% 23.0% 23.0% Inc ome Tax  Role 23.0%

12.2% 7.1% 8.0% to% A FUDC % to Net  Pr ot lt t o %

05.5% 67.6% 66.5% 66.5%  LongTam D8b( Ra00 66.0%

33.7% 31.7% 32.5% sale Common E ui Ratio 83.5%
32388 86783 38050 40200 Total Capital( III) 47300

ae85a 42244 48750 45425 Net  Plant  Smlll 50800

5.6% 4.8% 3.0% 4.5% Return on Total Capl 5.0%

12.6% 11.6% 9.5% 10.6% Return on Shr . Equity 11.5%

12.7% 11.9% g 5 % 10.5% Retur n on ComE n  E 11.5%

5.9% 5.2% uses 4.0% Relalned to Com Eq 4.5%

55% 57% 62% 55% A ll Dtv ds to Net  Pr oI 60%

12%. Generating sources: gas, 46%; nuclear. 30%; coal, 6%: pur
chased. 18%. Fuel costs : 32% of revenues. '21 reported deprecia
tion rate: 2.7%. Has  12,400 employees . Chairman & CEO Leo P.
Default. Incorporated: Delaware. Adciese: 688 Loyola Avenue,
p.o. Box 81000, New Oceans , LouWana 70161. Telephone: 504
6764000. Internet: w w w .entergy.com.

o . e of. 1%

A NNUA L RA TES
of  dirge (per sh)
Rev enues - 3 .5%

. 5 %
1 .5%

o energy prices. Positives included healthy
4.04 demand while

also benefited from several rate casesI Year
108792019 2610 2868 3141 2462

2021 2845 2822 3353 2723

2508
2850 2750

EARNINGS PER SHARE A Fun
I

2020 .59
2.59 1.9a e.s0 lackluster as the company faces tough

Fu l l
4

1.40 1.75 2.90

m Am m y DIVDENDS PAID s  .1

Mar.31 Jun.30 Se . to Dec.81

.89 .89 .89 .91 3.58

2023

Cal
endar

2018

2019 The longterm outlook is decent. En-
1 .01

9.95%, ear ned on av g.  c o
Shareholder

December 9, 2022
B+4

90
45
70

Additionally, it has filed for several rate
cases, including for Entergy New Orleans
and Entergy Texas, with a decision on the
latter due in the second quarter of 2023.
Additionally, the company has been in-
vesting in renewable energy projects that
will some online in the years ahead, help
ing to bolster revenues, and regulators
could approve more. Costs for fuel and
maintenance wil] likely increase with the
added operations. The company has been
funding capital expenditures with debt
and equity sales, which should limit profit-
pershare gains. Bad-debt expenses may
well pick up if the economy slows further.
We project adjusted earnings per share of
$6.80 in 2023 and $8.60 in 2025-2027.
The board raised the quarterly divi
dend by 6% to $1.07. This payout
remains well covered by profits and should
expand steadily in the years ahead.
Shares of Entergy Corp. are neutrally
ranked for Timeliness. This stock has a
good dividend yield and long-term upside
potential is subpar. Overall, we think this
is best suited for conservative income-
seeking accounts.
John E. Seibert III
cos t. A llow ed ROE °°m g8"g= Flnancla l  Strength

m.  oq , , Stoc  ' s  r lc »eStab l lRy
Pr lc e Grow th Pers is tenc e
Ear n ings  Pr ed lc tab ll l iy

To subscribe call 1800VALUELINE

w e ; 348 Percent s o

w a n 281 260 258
Hld 179128 184330 184841 traded 10

2008 2014 2016 :
S a m 69.47 69.15 se.a2 64.27 63.67 63.86 119.71 64.54 60.55 61.35 5823 54.63

10.89 11.1a 12.89 1329 1 8 M 17.53 16,25 17.68 17.71 18.72 16.70 16.50 17.19

5.36 5.80 6.20 8.30 s.ee 7.55 4.98 5.77 5.81 6.88 5.19 5.88 6.30

2.16 2.58 a.o0 3.00 3.24 3.32 3.32 3.32 3.34 SA2 3.50 3.68 3.66

9. 0 2 9 1a.92 5.7 .82 16.79 17.28 2 .07 22.45 21.72

40.45 40.71 42.07 64.00 65.83 51.89 46.12 44.28 46.78 51.34

202.87 169.38 178.75 178.36 177.81 178.37 179.24 178.39 179.1 189.06 99.15

14.3 1 9 3 16.6 12. .6 9. 1.2 13.2 12.9 12.5 0.9 15.0 3.8 6.5

.77 1.02 1.00 .80 .74 .57 .71 .74 .so .63 .57 .75 .75 .68

2.8% 2.4% 2.9% 4.0% 4 2 % 4.9% 4.9% 5.1% 4.6% 4.8% 4.8% 4.5% 4.4% 3.6%

CAPITAL STRUCTURE as 019/30/228 10302 11391 12495 11513 10846 11074 11009 10879
rm aIneb1$27e0s m 111. Dueln5yrs  11117m il l . 1091.9 9045 1060.0 10612 1249.3 9 5 0 ] 10g2.1 12582

LT oem $24835 mill. LT Interes t $824.0 mlli.

{2?1°3'.3"'!; °'§.§'"'"' ponds. 11.9% 10.1% 11.3% 7.4% 8.1% 14.7% 17.5% 16.7%
Lsases,Uncap1tallzod Amualrenlals$B5.8mlll. 836% 63.8% 83.2% 620°/>

Pens ion Assets12l21$6993.1 mill. 42.9% 43.5% 43.8% 40.8% 35.5% 35.5% 35.9% 37.1%

0 b l l g s 8 4 0 9 . 6 ml l 214a2 22109 22a42 22714 2 22s2a 2 a02 27557
Pfds tock$254.4 m i l l . Pfd D1v'd$1B.3 m l l 2777 4

200,000 shs. B25°/ 7.6%, $100 Par. 250,000 she.
8.76%,1.4 ml|Lshs.6.376%,allcum.,withoutslrt 6.4% 5.4% 6.0% 6.0% 6.9% 5.7% 5.8% 5.9%
l n g f md . 11.5% 9.1% 10.3% 11.1% 15.1% 11.0% 12.0% 12.0%

Common Stock 203,483,660shs.asof18181122 11.6% 9.2% 10.4% 11.2% 15.2% 11.7% 12.2% 12.1%

MARKETCAP:$23.0 b l l lo r\(LargoCap) 5.2% 20% 4.4% 4.8% 7.7% w e 4.97. 5.2%

56% 88% 58% 58% 50% 68% 61% 58%

2 0 2 1 BUSINESS: Energy Corporation supples electricity to a mlllon
1070 1 0 1 7 1015 wstomersllvcugh subsidiaries ln Arkar1sas.Loulslana,MissIsslpp1,
5 .24 4 . 9 5 5 .91

. 9 3 9 8  3 9 8 4 0 N A Dis tributes  gas  to 206,000 cus tomers  inLouldana.lsselklglts las l

11a1a19»c~114»41=1114.14 +.8 +1.0 +1.0 down: residential, 37%; oommerdal. 24%; lraduslrial. 27°/4; other,

m r 165 202 243 Energy Corp. recorded solid third-
Pasi Past esr'd'19-21 quarter results. Revenues expanded to4 . 1 .

1°.1f3% 5 Yrs. '°33s8 iti2J"'8c'§$d°§ebY8"§§gs33n8h8g§§3
Ecash Flow" 1.0% 2.5%
armngs . or d t 1D d d . OlD IN U8 :Fla Com 811168

B38 1.5% 1.5% 5.0% population growth across the southern
Cal Fu" Unlted States WEB POSltlV€. The CoITlp8.lly

ender n4ar.a1 Jun.30 Se .30 086.31 b e i n g a p p r o ve d , a l l o w i n g f o r m o r e
2020 2427 2413 2904 2370 10114 recoveues, ands guffaw protects were placed

11743 into service. tl , costs lose at a quick
2022 2878 sass 4219 13000 rahtx1, especlatlly those r<ated to fuel cost
2023 2950 3250 11800 w 1 e opera Iona man enance was muc
Cal. higher. Overall, adjusted earnings rose to

ondar Mar.31 Jun.30 Se .ao Dec.81 Year $23 per $848 ;.l11r1 fig the '1§"'§§' T138
2019 1.32 132 1.g4 630 ou guar r pe ormance w1 e y e

2021 1.66 130 2.63 1,28 6.87 comparisons from 2021 which had cooler-
2022 1.36 1.78 2.84 .67 6.65 than-usual weather. It' exited. some non-

75 680 regulated nuclear operations m Michigan
. . over the past year, and it sold some shares

Year to .funddcapital expentures.hWe estimate
a u s t c e  r isaac . 6

91 91 go 93 366 sure in Thea Ena§qu;?ter of 20230 7  p e r

2020 .93 .93 .93 .95 3.74 . .
2021 .95 .95 .Qs 836 tergy.should galn from population and ln-
2022 1.01 1.01 1.01 1.07 dustnal growth across 1t8 coverage area.

A) Diluted EPS. FE(cL nor rec, lossas: '12, Div'ds hlstoricaly paid In early Mar.. June, E)Rate base: Neloriglnal
1.2s; '13, $1.14, '14, ss¢; 15, $6.99: 16, Sap1.,&Dec.lDi\fdreiwes1men1 plan avail.t blended):
10.14; '17, $2.91; '18, $1.25, '21,$1.33; '22, inv es lmoni a n  a v a i l .  ( Cl Ind. '21 12.1%. Regula\oryCIimate: Average.

$1.19. Naxl oamlngs report due early Feb. (B) delemred charges. In 21 £95.95/$h. (D) n mill.
o 2022 Value Une. Inc. Al 114118 rasowod. Factual malerlal is obtained from sources beloved lo be Mable and is pnmddsd without warranties M kind.
THE PUBLISHER IS nor RESPONSIBLE FOR Any Ercnons OR OMISSIONS HEREIN. Tris blcatbn is www for slRlscllba's WH. fl0flCDUTI1B(dBI, hamal .910 part
ollmayboroprodueed.rssd6,storado1translnil1odi1anyprmsd,elucionrcordfuaMrm,oruse(r1lorgenaaallngormarkednganyprlnledo:elec11an1cpuR1I1:elun.servkaorpfodud.
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Evergy, Inc. was armed through the merger
of Great Plains Ener and Wesiar Energy
in June of 2018. real Plains Energy
holders received .5981 of a share of Evergy
fer each of their shares. and Wester Energy
holders received one share of Evergy for
each of their shares. The merger was corn
gleted on June 4, 2018. Shares of Evergy
Egan trading on the New York Stock Ex

change one day later.

CAPITAL STRUCTURE as of 9/som
Total Debt $11664 mill. Due In 5 Yrs $43882 mil.
LT Debt $91972 ml. LT Interest $305.5 mm.
Incl. $40.9 mill. llnance leases.
(LT lmerest earned: 3.8x)

Leases, Unoapllallzed Annual rentals $18.8 mill.

Pension Assets12/21 $1714.7 mill.
Oblong $2561 .7 mln.

Pfd Stock None
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Pralns Energy and Weslar Energy in June of 2018. Through its sub

electric service lo 1.6 melon customers In Kansas and Mlssourl, ln

Commun Stock 229,536,385 shs.
as of 10/31/22
MARKFT CAP: $13.5 bll l lon rl/u9e Cap)

B.ECTRKI OPERATING STATISTICS
2019 2020

N A a .9
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7.25 7 ,14
N A N A
N A N A
N A N A
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%0\sngs Clstlnazs 41:9

%CmgllRda]salss (KWH)
.h SLU H
i n (¢)

:
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transmission margin, along with continued
sectors.
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4913
5587
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cal QUARTERLY REVENUES (8 mill.)
endaf Mar.31 Jun30 Se .30 Dec.31

2019 1217 1222 1578 1131
2020 1117 1185 1517 1094
2021 1812 1236 1617 1122
2022 1224 1447 1909 1120
2023 1225 1450 1900 1225

Cal EARINGS PER SHARE A
ender Mar.31 JurL30 Sep.80 DeC.31

2019 .39 .57 1.55 .28

Ful l
1

QUARTERLY DIVDENDS PAID a l

Ma r .31  Jun .30  S .30 D9C.31

.475 .475 .475 .505 1.93 Evergy has hiked its dividend by 7%.

. plan avai lable. equi ty In Mis s ouri  In 18:
inlanglblos. In '21: $4327.7 mill,, Kansasln18:9.3°A, ear

% Tor. RETU RN 10/22
ms VLARllH.

arocx INDEX
tyr. 0.8 13.4
ay. 6.1 35.8
5 yr. - 45.8
o VALUE we PUB. LLC

21.66 24.66 24.80 2520 Revenues persis 2a5o
7.06 8.18 8.05 840 "Cash Flow"persh mm
2.72 3.83 3.55 3.75 Eamlngspersh R 4.75
2.06 2.18 2.33 24s Dlv'd D8d'd sh B. 3.05
8.88 & 0 ap'l pendrsgpersh

aa.50 40.32 42.70 BookValus persis °
226.84 229.30 230.00 Common Shs 0uls\'g 230.00

21.1 182 Bold Sam Avg Ann'I PIE o z
1.11 .87 Value Lim Relative PIE Rstlo .95
a.5% 3.5% e let Avg Annl Dlv'd xrmm 3.7%

4913.4 5586.7 6700 5800 Revenues{$mill) 6100
618.3 879.7 835 880 Newman $l1iI1 1115
14.1% 11.7% 9.0% 9.0% Income Tax Ruts 9.0%
5.6% 5.0% 50% 6.0% AFUDC%10NetPr0llt 5.0%

51.3% 60.1% 51.5% 51.5% LongTerm Deb! Ratio 53.6%
48.7% 49.9% 46.5% 48.6% Common uit Ratio 46.5%
17924 18542 19675 20175 70[gl Capltal{$mlll) 23400
20108 21150 22100 23150 Nat P1anI Smll 26300
4.5% 5.7% 5.0% 5.5% Heium onTotalcap'l 6.0%
7.1% 9.5% 0.5% 9.0% Return on Shr.Equhy 10.0%
7.1% 9.5% 8.5% 9.0% Rel um on Com Equl E 10.0%
1.8% 4.1% 3.0% 3.0% Re1alnad loComEq 3.6%
75% 57% 64% 65% AIIDiv'dsto NelPro1 63%

13%; other, 12%. Generating sources: coal. 54%; nuclear, 17%,
purMased, 29%. Fuel costs: 28% of revenues. '21 imported depress,
rata: 3%. Has 4,800 employees. Chalmnn: Mark A. Ruelle. Presl
denl & CEO: David A. Campbell. COO Kevin E. Bryant. Inc.: Mls
sourl. Address: 1200 Main Streei. Kansas City. Missouri 64105.
Tel.: 8165562200. Internet: www.evergy.com.

ing a dividend growth rate in line with
earnings at a 60%-70% payout.
The company hopes to get approval
on its acquisition of the Permisson
Creek Wind Farm by year end. The
$250 million investment will boost the re-
newable energy business and assist the
utility in its goal of net-zero carbon emis-
sions by 2045.
Evergy shares have underperformed
of late. The stock has declined more than
16% m value over the past three months,
alongside losses by many of its peers. The
utility industry has struggled recently due
to the challenging interest-rate environ-
ment. Higher yields on Treasuries have
prompted a growing number of income-
oriented investors to enter the bond mar
ket, and the competition has not augured
well for utilities. Due to its recent price
struggles, capital appreciation potential
over the 18-month span, and 3- to 5-year
period have improved since our  last
review. Also, these shares are ranked to
mirror the broader market averages over
the next year. But the dividend continues
to be the main attraction here.
Zachary J. Hodgkinson December 9, 2022
none speonlad; in B++

ned on average com 86
Regulatory Imale: as

N MF

°°m g=";= Financia l  Strength
Shoe s  r i ce  Stab i l i ty
Price Growth Pers is tence
Earnlngs  Predlctabll lty

To subscribe call 1800VALUELINE

3323 BUSINESS: Evergy, Inc. was  formed through the merger or Great
N A

6 8 3 8Waries  (now doing bus lnoss  under the Evergy name), provides

M eluding the greater Kansas city area. Electric revenue breakdown:
N A res idential. $4%: oommerclal, 80%; indus trial, 11%, wholesale,

350 Evergy delivered strong financial re-
sults in the third quarter. Earnings of
$1.86 a share OD. revenues of $1.9 billion,.. - both exceeder Wall Street's expectations

" and increased 75%, and 27% from the last
. . . . period, respectively The performance was
-- - due primarily to the company's improved

3.321 favorable demand in all Total
demand has grown 3% this year and 2.4%
in the Septemberperiod, driven by in-
creases in industrial demand such as the

6700 chemical and oil and gas sectors.
5800 The company raised its 2022 earnings
Full range from $3.43-$3.63 a share to
Year $3.63$3.63 due to the better-tlxalh
2.79 expected September-period showing.

2020 .31 .se 1.60 22 2.72 Management remains committed to its
2021 .B4 .81 1.95 .28 8.83 longterm EPS growth-rate target of 6%-
2022 .so .84 1.86 .32 ass 8% annually We have adjusted our topline
2023 .60 .80 2.05 .30 3.75 estimate which now stands at $6.7 billion,
c81. up from our previous call of $5.4 billion. In

ender Year 2023, we are forecasting revenues of $6.8
2018 .40 .40 46 .475 1.74 billion and earnings of $8.75 per share.
2019 .
2020 .505 .50s .506 .sas 2.05 The dividend yield of 4.2%, which is solid
2021 .sas .sas ,536 .5725 2.18 f b r  a ut i l i t y  shou ld appea l  to  income
2022 .5725 .5725 .6125 oriented inves1;ors. Management is target-

(A) Diluted earnings. '19 EPS donl sum lo 1ul| Dividend relnveslment
3:z;r81all%1benlgroundlng.Nexteamlngsreport a l  In c l . . . , . 1 .

g (B) Dividends paid In mld 18.87/sh.(D)In mIIIlons .(E Rate base.OrlgI m on equ i ty. 21 . 9 .8%.
March, June, eprembef, add December. naleostdepfeclated.Rale don com m on Average.
9 2022 value Une. Inc. NI is resavwxd. Factual matsfral is oblanod fan sauces heaved In be rellabie and Is, provided without wananlles 01 anlwkhd.
THE pualsuen IS NOT RES SIBLE FOR ANY ERRORS OR omlsssons HEREIN. Ttisaubllcailon b slncly for subsaibers ow n. nunoommerdal. Inlelml.use. par!
of li nay ha lepindacacl rasokl, slomdor tzansmliiedln any prlnIod,o10clrodco.rolhet1ofm,oru rorgeneaszlngamarkew  any primed ovoleclrodc pllaicallomsomeoorprodud.
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STOCK
1.5
4.9

28.2

VLAHlIl l .'rex
18.2
24.1
82.9

1  yr.
s yr.
5 yr.

BETA .80 (1.o0=mark¢l)

18Month Target Prlce Range

LowHlgh Midpoint(%lo Md)

$94$148 $121(25%)

202s-27 PROJECTIONS

Price Galn
h 1a0 +35°0

8% 106 +1641
Institutional Declslons

(02921 moon 202922
208 181 174
1a1 164 184

$9410 39894 40518
2 0 0 7  2 0 0 8 2011
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2011 2019 2020H e r m a n n
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5 2 7

34.25

1a4o

6 0 0

4 .0 0

10. 10

53.95

5.25 Eamlngs par sh A
3.25 Dlv'd Decl°d psf sh B I f

ap
56.45 Book Value per sh C

12141 l@zI.4xa.§z»z=1 . w a s1§xul§xzl.zazz1l.na l m
,

1760

LT Debi $2075,7 mill. LT Interest lTIIII. 28.3% 8.0% 19.0% 15.5% 18.6% 7.1% 9.5% 10.8% 18.1%

1460 Revenues($mllI)
270 New Profit $l11111

13.0% InccmeTaxRate

I

Pfd Stock None

Common Stock 50,560,040 shs.
as of 7/29/22

9.0% Return on Com Equity I

2020 2021
°ACI\r 8slaiISel9s{KYlIu
A  .  I L L
A§.rmusr. w

1 hues are devolved from the Idaho portion of Its servloe area. Revs povated: Idaho. Address: 1221 w. Idaho SL. Boise, Idaho aa702."
ANNUAL RATES Past

Annual earnings growth at IDACORP
is pegged to be 3% and 5%, respective- Capital expenditures are primed for

year,

4.5%
4.5%

4.0%
4.0%
4.0%

"C8d1 Flow"
Eamlngs

4.0%
4.0%
7.0%

auAa1snLv FlEVBllES{$ mill.)
I

2019 350.3 316.9 386.3 292.9

1458.1
1440
1460

With This is where using the battery storage

this year, followed by an expected 6% an- ny's exit. from coal-fired manufacturing
448.9 835.0
425

360 430 320

Cal- EARNINGS PEH SHARE A
ender ll»\ar.31 Jun.30 Sep.30 Dec.31

2020 .14 1.19 2.02

3g3 One would need to go back to 2011 for
the most recent rate case in Idaho

4.69 Power's jurisdiction. That is more than
helITCORP's shares are of high quality,

but we are not recommending them at
5,00 marked by a lofty influx of people into this time. For starters, the issue's yield is

Ca) . 0U) lRTERI.Y DlWDENDSPA lDBu1

»

2.72 ties. Dipping in to debt markets will prob- turn potential three to five years hence

Exd. nonrecurring gain: '06, May. Aug., and Nov. I DMdend rehveslmem Net odghal cost. Rate allowed on common
due to rounding. plan available. t Shareholder Investment plan earned on avg.

Full
taking in a transmission line and the one notch to Below Average (4) on our

2.ss financing of larger battery storage capabil- Timeliness Ranking Scale. Lastly, total re

238 ably be the first move, even as rates are does little to quicken the pulse.
O c tober  21 ,  2022

Companys Flnanclal Strength A+
Stocks Prlce Stabillly 100
Price Growth Persistence 75
Earnings Predlclablllty 100

To subscribe call 1800VALUELINE

4 6 . 7
8 8 . 2

29.4.xDm§GI1dspsh
l fawo Pri ce Strength

°81§33a3'¢¢ lndlcaws reossslon

2123 19.51 20.47 21.92 20.97 20,55 21.65 24.a1 25.51 25.23 25.04 28.76 27.19 25.70 26.77 20.86 28.40 28.55 Revenues perch
4.58 4.11 4.27 5.07 5.35 5.84 5.93 6.29 658 6.70 6.88 7.50 785 8.07 8.19 8.41 a.a0 8.85 "Cash FIovr"persh
2.35 1.86 2.18 2.64 2.95 a.as w 3.84 3.85 8.87 3,94 4.21 4.48 4.61 4.69 4.85 5.00
1.20 120 1.20 1.20 1.20 1.20 1.37 1.57 1.76 1.92 2.08 2.24 2.40 2.58 272 2.B8 3.05
5.10 .89 5.19 5.26 8.85 6.76 4.78 4.68 5.45 5.84 5.89 5.06 5. .5 , 6 5. 10.15 98nia1i\9 perch

25.77 26.79 27.76 29.17 31,01 aa.19 35.07 86.84 30.85 40.88 42.74 44.85 47.01 48.88 50.73 52.82 54.55
40.00 48.92 47.90 49.41 50.27 50.34 50.46 50.70 51.00
15.1 8.2 3.9 10.2 11.8 .5 2. 3.4 14.7 10.2 19.1 20.6 20.5 22.8 19.9 20.8 Bold#g usarc vg nn1 p Rato 9.5
.82 .97 .B4 .68 .75 .72 .79 .75 .77 .82 1.00 1.04 1.11 1.19 1.02 1.14 v Ll!IQ Relative PIE Ratio 1.10

8.4% 3.5% 4.0% 4.5% 3.4% 3.1% 3.3% 3.2% 8.1% 3.1% 2.8% 2.6% 2.6% 2.5% 2.9% 2.9% nr! urn AvgAnnID1v'd Hsu 3.4%

CAPITAL STRUCTURE as o16/30122 1080.7 12462 1282.5 1270.3 1262.0 1349.5 1370.8 1a4s.4 1360.7 1458.1
Total D0bt$21S0.7mill.DueIn 5Yrs$325.0mIII. 168.9 102.4 193.5 194.7 1sa.a 212.4 228.8 232.9 207.4 245.6 310

. 13.0% 13.0%

(LTlnteres teamed.3.8x ) 20.a% 12.0% 18.0% 10.3% 16.0% 13.9% 15.2% 162% 17.3% 17.7% 20.0% 21.0% A1=unc%1010130111 16.0%

Pension As5e1512121 $984.5 mill. 45.5% 40.6% 45.3% 45.6% 44.8% 43.7% 43.6% 41.3% 49.9% 42.8% 43.5% 4z6% Long.Term Debl Ra1Io 60.0%

0bl19$1346.5 mill. 54.5% 53.4% 64.7% 64.4% 55.2% 58.3% 55.4% 58.7% 56.1% 57.2% 50.5% 5Z)§C0mm0n ull Rally 50.0%
32254 3465.9 3567.6 3783.3 3898.5 3997.5 4205.1 4201.3 4560.4 4689.1 4920 5505 T01aICapltaI($mIII) 6675
ssae.0 3665.0 s1zaa.5 3992.4 4172.0 4283.9 4395.7 4501.5 4709.5 4901.8 6300 5800 Nc1 p1an1 $mlll 6730

0.5% 6.4% 6.6% 82% 8.1% 6.3% 6.4% 0.5% 8.1% 6.2% 0.0% 5.5% Returnen Tota1Cap'l 6.5%
9.8% 9.9% 9.9% 9.5% 9.2% 9.4% 9.6% 9.4% 9.3% 9.2% 9.0% 9.0% Relumon Sllr.Eqully 9.0%
9.8% 9.9% 9.9% 9.6% 9.2% 9.4% 9.6% 9.4% 9.3% 9.2% 9.0% 9.0%

MARKETCAP:$4.9 bllllon(mld can) 5.7% 5.6v. 5.4% 4.8% 4.3% 4.4% 4.4% 4.2% a s . 3.7% i s as% RetainedloCom eq w e
eLlscTF¢lc OPERATING STATISTICS 41% 43% 48% 50% 53% 63% 54% 58% 58% 60% 61% 62% AllDlvdstoNetPr01 67%

2013 +2 0 +39 BUSINESS: iDACORP, Inc. is a holding company for Idaho Power 15%; lrrlgallon. 13%; other, 3%. Generallng sources: hydro, 80%;
NA NA NA Company, a regulated electric ulllily that serves 001.090 customers coal. 17%; gas, 15%; purchased, 38%. Fuel costs: 38% of reve

5.32 5.38 5.62 lhmughoul a 24,000square-mlle area in soul fem Idaho and east nues. '21 reported depreciation rate: 2.9%. Has 2,000 employees.
M 53.9 94481 ern Oregon (population: 1.a million). Moen a the companys rove Chaiman: Richard J. Dahl. President & CEO: Lisa Grow. Incor

Ammlloéaraam l NA NA NA . . .
xolangeoums 4rd) +2.5 +2.7 . +2.8 me breakdown: resldenllal. 45%; commercial, 24%; mduslrlal, Tdephone:2088882200, IMemel:www.ldacorplnc.com.

M¢ 9 307 313 334 011 .  the  s la te  fo r

Past Est'd'19'21 I v .
ofahangelpuslll 10 Yra. 5 yrs. 10'2s21 y, ul 2022 and 2023. Weather-related an uptuck next but should
Revenues 2.5% 1.5% usage and translnlsslon wheeling revenues recede after that. For 2022, we look for

are trending higher, aided by solid popula- the cap ex number to come in around $516
oivnaends 8.5% 6.5% dion growth in the areas that IDA serves. million. However, in 2023, we have that
Bod<Value 5.0% 4.5% 4.0% Air conditioning and irrigation have been amount climbing to $726 million, with the
can Fun primary drivers and should be for the vast majority earmarked for new capacity

ender Illar.31 Jun.30 Se .go Dec.31 Year foreseeable future. Too, the hkehhood of a resources. A recent integrated resources
13464 rate increase is certainly on the table glam came back stating that .IDA could

20211 291.0 3188 4253 3155 1360h (more color below) for next year, though ave a 125 MW capacity deficit by 2025.
2021 316.1 ae0:1 nothing IS set In stone on that front. .
2022 3443 358.7 3120 that, we think share net can climb to $6.00 comes into the situation. 'l'oo, the compa-
2023 850

null increase to $5.26 in 2023. will require adding significant generation
capabilities. A new transmission line will

2019 .84 1.05 1.78 .go 451 , but it will not come cheap.
. 4 . . .2021 .as 1.aa 1.93 .15 4.85 a decade of 110 rate applications, a period

2022 .91 1.27 2.00 .82 .
2023 .g6 1.40 2,05 .85 525 IDA's areas of operation. Management has noticeably below what we deem as average

capital budget plans that will require for the utility stocks in our coverage uni-
endar Mar.31 Jun.30 So .so 086.31 Year funding, notably the increased stake it is verse. Add to this, the equity has dipped
2018 .59 .59 .59 .63 2.10
2019 .63 .63 .83 .67
2020 .67 .67 .67 .71
2021 .71 .71 .71 .75 . . . . . ,
2022 .75 .75 .75 heading north, w 1th an issuance of equity Erik M. Manning

RA) Dllulod EPS.
174. '19 earrings don't sum equity In 12: 10% (lmpu\ed);
Next earnings report due laslweek olOclober. avaiable.(glslncl.inlangibles.ln'21:$1,462.4 com eq.. 21: 9.4%. Regulatory Cllmale:
(B) DMdends Nstoricaly paid In late Feb., mill., $26.9 h.(D)In millions. (E) Rate base Above Average.
o  2022  Va l l e  Une .  Inc.  A l l  r le reserved. Factual malarial Is ulzlalnsd from sources believed to be reliable and is provided wllhoul warranties of any kind.
THE PUBLlSHER IS NOT RESP SIBLE FOR ANY ERPORS OR ONISSIONS HEREN. rr»8J»unt1¢an»n is strlcrly FM sulascnbors own, noncumerckal, lnlemal use. NO war
of It may bo rqxaduned, racial, alored a lransrdlred h any prlnlsd, eiedrunlc or other farm, Of us for generalfng or mankellng any pnnled or eleclrumc pubicellon. sarvlcn or proriucl.
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SAFETY 1 r1ase4wwf1e
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aEr o  no u .oo=mar ken

18m onth  Target Prlce  Range

Low High MIdpo ln t ( % to  mid)

$66~$188 $101(30%)

2 5 2 7 TIGNS
A mIToA a l

Pr ice Gain Return
' 0 1 1 0 5 1 0 0 1 0 %
L a s 1 1 0 % 5 % . . .

lns1ItutlcnaIDeclslor\s . " ' ....-."
202

1210 1165 1133 Perc enl
881 944 949
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2 0 0 8 2 0 0 7 2 0 0 8 2 0 1 0

9.89 9.37 10.03 9.45 9.10 9.22

1.69 1.11 2.01 2.19 2.41 2.32

.81 .82 1.02 .99 1.19 1.21

.38 .41 .45 .47 .50 .55

2.31 3.08 3.20 .

6.12 6.59 7.14 7.84 8.59

1635.7 1854.5 1883.4

13.7 18.9 14.5 13.4 10.8

.74 1.00 8 7 .89 .be

3.4% 2.7% 3.0% 8.5% 8.9%

CAPITAL s m ucTunE as  019/30/22
Total Debt $84825 nil, Due In 5 Yrs  $28264 ml.
LT Deb! $54670 mill. LT Interes t $1402 mill.

(Total Intered coverage: 4.6x)

|
Pens ion A ssets12121 $5888 mill.

Oblig $3445 mill.

pf d Stoc k None

9.18

4.52

2.31

1 .40

7.45

18.63

1960.0

28.9

I .48

2.1%

17997

4552.0

13.0%

3.8%

53.5%

48.5%

78467

91803

6.5%

12.5%

12.5%

5.0%

80%

8.70 10.85 12.60 Revenues pers is

4.70 5.15 5.40  " Cas h  Flov f per s h

2.55 2.90 3.16 Earnings  pers is  A

1.54 1.70 1.87 Dlv 'd  Dec Id r s h  8  ' t

8.19 8.10 8.  0  Cep ' l  Spend lngpef s h

18.95 19.70 2275  BookV a lue  pe r ah  c

1963.0 1980.0 Omr o n uts !'g

31.3 swung va Ann'I PIE Ratio
Lea v Rela1We P1E Ratio
1.9% est! Avg Annl Dlv 'd Y tald

17089 21500 25500 Revenues ($mII1)

5021.0 5750 0335 Net Prof ll Sm1l

15.0% 15.0% 15.0% Income Tax  Rate

5.3% 8 0 % 4.0% A FUDC % to Net Prof it

57.8% 58.5% 56.5% LongTer m Debi Rat io

422% 41.5% 43.6%  Common E u l Ratio

88182 93950 105850 Total Capital( mill)
99348 110995 122300 Ne! Plant  $mll

6.4% 7 0 % 6.5% Return on Tomi Cap'l

1a5% 15.0% 13.5% Return on She. Equlty

135% 160% 13.5% Rec ur  on Com Equi E

5.4% 6.0% 5.5% Retained 10 Com Eq

60% 58% 69% A ll DIv 'ds  10 Nolprol

2 7 2 5

2025.0

23.5

1.30

2.6%

a0000

8330

15.0%

4.0%
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44.0%

12s100

165200
1 5 %

l5.0%

15.0%
6.0%

61%
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etN

Common Stock 1,984.779,1 B8 shs .

as of 6/30/22
MARKET CAP: $152.3 bill ion Large Cap)

ELECTRIC OPEHATNG STATISTICS
2 0 1 9 2 0 2 0

NA N A
NA N A
NA N A
NA N A
NA N A
NA N A

+1 .a +1 .5

2 0 2 1
N A
NA
N A
N A
N A
N A

+1 .6

8.41 8.70 9.81 9.48 8.63 9.13 8.75 9.82

2.17 2.63 3.03 3 2 3 3.24 3.03 3.84 4,22

1.14 1 2 1 1.40 152 1.45 1.63 1.67 1.94

.60 .as .73 .77 .87 .98 1.11 1.25

5. 3.84 3.96 6.  5 6.10 a.80 2 9

9.47 10.37 11 .24 12.24 1a.00 14.97 17.86 18.92

1096.0 1740.0 1772.0 1844.0 1884.0 1912.0

14.4 16.6 17.3 6.9 20.7 21.6 24.8 .a

.92 .93 .91 8 5 1.09 1.09 1.34 1.43

3.6% 3.3% 3.0% 3.0% 2.9% 2.8% 2.7% 2.4%

14256 15130 17021 17486 16155 17195 16727 19204

1911.0 2062.0 2415.0 2752.0 269810 3074.0 a2oo.o 3769.0

26.6% 26.9% 32.3% 30.8% 29.3% 24.4% 28.6% 11.7%

10.8% 7.0% 6.7% B.9% 8.2% 6.7% 6.6% 3.9%

59.1% 57.1% 56.0% 642% 53.3% 52.7% 44.0% 50.4%

40.9% 42.9% 45.0% 45.8% 46.7% 47.3% 56.0% 49.6%

39245 42009 44283 49255 52159 59671 00826 74548

49413 52720 55706 61366 66912 72416 70314 82010

6.2% 6.2% 7.0% 5.8% 6.8% 5.8% 6.3% 6.0%

11.9% 11.4% 12.4% 122% 11.1% 10.9% 9.4% 10.2%

11.9% 11.4% 12.4% 12.2% 11.1% 10.9% 9.4% 10.2%

5.6% 5.2% &0 % 6.1% 4.4% 4.4% 3 2 % 3.7%

53°/> 54% 51% 50% B0% 60% 86% 64%

BUSINESS: Nex1Era Eneagy, Inc. is  a hording company for Florida
power & Light Company (FPL), which provides electricity to roughly
5.8 mil cus tomers  In eas tern, southsm. a northwestern FL. Nex
tEra Energy Resources  is  a nonregulated power generator with
nuclear, gas , 8. renewables . Has  65% s take in NexrEra Energy
Partners. Aoqulred Gulf Power V19; Florida City Gas 7/18. Rev.:

%Cla H s u  M W H )
Arg.hl1'12lU»mYreIvn*

M934 |ea
Ped\load.SLmm
Pnm4LoadFador l.
%Che.1goCLswlrers sud)

Exam Crnrgp Cow. IQ

A NNUA L RA TES
d change (per sh)
Rev enues
"Cas h FlOW"
Ear nings
DMd 8 n d s
Book V a lue

I

|

. s o . 8 8 . 9 2 . 5 5

QUARTERLY DIVIDENDS PAID B . 1

Mar .81 J u n . 3 8  S e  3 0 Dec .31

2775 .2775 .2775 2 7 7 5

FUII
Y ear

19204

17997

17069

21500

25500

Fu l l
Y ear

1.94

2.81

2.55

2 9 0

3. 15

Fu l l
Y ear

1 .11

1 .25

1.40

1.54

NextEra Energy is well situated for
sustained earnings growth. Its utility,
Florida Power & Light Company (FPL), is
benefiting from a very healthy local econo-
my The Sunshine State continues to at
tract strong migration, and is experiencing
one of the fastest U.S. population growth
rates. Florida's unemployment rate of
2.7% remains below the national average
and at its lowest level in over 15 years.
Meanwhile, distribution and transmission
(D&T) expansion, and reliability/hardiness
projects in storm-challenged Florida, are
leading to rapid growth in the utility's rate
base (property, plant, and equipment on
which utilitites are allowed to earn an eco
nomic rate of return). FPL's. territory did
exceptionally well in keeping the power on
and/or getting it back up following Hurri-
cane Ian. That's going to help keep the
reliability/hardiness program going strong.
It's also notable that, as part of NextEra's
2021 settlement agreement with regu-
lators, a sustained increase in 30-year
'Treasury Bond yields has triggered an in-
crease in the authorized return on equity

1 0 . 8 % .

e n e r g y i s a b u r g e o n i n g

due to rounding.
report due late Jan. (B) DIv'ds hls torlcaII paid
in midyear ., ec.

A+
85
95
85

To subscribe call 1800VALUELtNE

residential, 55%; oommerdal, 33°/e; industrial & other, 12%. Gener-
ating sources: gas, 73%; nucleer. 22%. other, S%: purchased, 2%.
Fuel costs: 27% of revenues. 21 depreciation rate: 33%. Has
15,000 employees. Chairman, President and CEO: John W.
Ketchum. Inc: Florida. Address; 700 Universe BNd., Juno Beach.
FL 33408. Tel.: 561S944000. Internet www.nexteraenargy.com.

market for the company and should
be bolstered by the Inflation Reduc-
tion Act (IRA). FPL continues to expand
its regulated solar capacity within its rate
base, and the company's nonregulated sub-
sidiary, NextEra Energy Resources, is a
major player in renewable energy across
the U.S. That business unit has been
growing nicely in recent quarters. The
company has 55% ownership in NextEra
Energy Partners, LP (NYSE: NEP), which
is heavily invested in renewables across 19
states. It's owing at a double-digit clip,
while raping; incasing its dividend to
partners. Tax incentives for renewables
were set to expire after 2025, but the IRA
is expected to help keep this market flour-
ishing for decades to come.
NextEra Energy shares offer appeal-
ing intermediate-term total returns.
The below-average (4) Timeliness rank
means it's likely not appropriate for ac-
counts with an investment horizon of less
than one year. Investors with a conserva-
tive bent and a dividend-growth focus
should find this high-quality issue an at
tractive addition to their portfolios.
Anthony J. Giennon November 11, 2022

cl.delerred charges, Com an 'sFlnanclaISire th
,ad for stock split. SlocEs lYrics Stabllty "9
in '2 (FPL):9.7% Prico Growth Persistence
Average. Earnlngs Prediciablllly

warranibs of sty, kind.
metdaljNsmaluae. open

2 3 0 2 3 5 2 0 3

P381 Pas t E5 \ " d '19 - '21
10Yre. 5y rs . to'25'27

8 . 0 %
7 . 0 % 7.0% 7.0%
7.0% 9.5% 10.5%

10.5% 12.0% 10.0%
8.5% 9 . 0 % 5 . 5 %

c a l OUARTERI.Y REVENUES($ mIlL]

ender Mar .31 Ju n . 3 0  S e  . 0 0 Dec .31

2019 4075 4970 5572 4587

2020 4613 4204 4785 4395

2021 3726 8927 4370 5046

2022 2890 5183 6719 6708

2023 4800 5770 7455 7475

Cal EARNINGS PER SHARE A

ender Mar .81 Ju n . 3 0  Se  . 3 0 D8¢.31

2019 .as .64 .45 .50

2020 .59 .65 .67 . 4 0

2021 .67 . 7 1 . 7 5 .41

2022 .74 81 .85 . 5 0

2023

Ca l
endar

2018 .

2019 .3125 .3125 .a125 .3125

2020 .35 .35 .35 .35

2021 .385 .385 .385 .385

2022 .425 .425 .425

A) Diluted EPS. Exc l. r ronrecurr ln? gains
losses): '11, (S¢); 13, (20¢); 16, 2¢; '17,
1.22¢: 1B, $1.80; '20, (83¢): 21, (7441 1Q~

3Q'22, ($1.07), disc. ops . 'l3. 11¢. S may

e 208 Valry Une. Inc. A ll r lghis reserved. Faczud
THE PWLISHER IS NOT RESPONSIBLE FOR ANV ERHO
olNmaybsreprorlucod. resold. slorad or transnrlludinarr/prl

material Is obtdned f rom sources believed lo be refable and is. provklsd vdlhoul

reed. elodrcnlc or offer low , or sarvloe of product.

midpoint from 10.6% to
Renewable

not some lo f ull y r . Nex t egs . ves tment plan avail. (C)  In
In 21: $5.94lsh. (D)  In mill.

r r r id»lune,  midS l. ,  a  mid I (E)  Rate all'd on com. eq.
Dlvd reinvestment plan avall.e*)Shareholder h 11.7%; Rogukalory CIIma1e:

RS OR OMISSIONS HEREIN. Tlssrublballm h atrldly for subscribers ow n, narearn
for ganoraling or marketing up pdrxed or electmnlc MUM.
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LINE

58.7
42.6

59.7
48.4

64.5
55.7

83.8
522

65.7
50.0

76.7
57.3

70.8
63.2

80.6
45.1

68.1
49.1

Target Prlce Range
2025 2026 2027

High: 36.8 88 .0
Lover 27 .4 ea .0
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TIMELINESS 5 Lowell 919122

SAFETY 2 Rtlis9d 7I27lI8

TECHNICA L 3 Raised 10!21122

BETA .90 (1.0G=M8lkel)

18Month  Targe t Pr i ce  Range

LowHlgh Midpolni (% to may
$46469 $58(15%) | ,.,

202527 PROJECTI '  " ' .
Ann'ITotal .-

Price Gain Return
High 75 +50% 15%
Low 55 +10% 6%
Insiltutlonal Decisions

4ozoz1 1a2n2 200122
170 164 140
105 111 121

58973 57800 56768 = --=%=
2007 2008 2009 2010 2012l a m

I llllml MMI ml
m H I

nM 1lllUMIIUIIMIIlnlMIIIIII§1IIIIII1IlnlllMIIHIIIIIIII

31.49

3,62

1.31

1.24

:E .11 4

2a.70

6.86

3.21

2.40

8.02

41.10
I

E 1 8 8
. E W 1 2 8 1 .@l§u¢a.iwle:na

80.80

5.42

2.58

1 .44

6.20

23.68

36.23

12.6

.79

4.5%

M

30.79 85.09 31 .72 30,86
3.70 4.40 4.82 4.78
1.44 1.17 2.02 2.14
1.28 1.32 1.34 1 .is

3. 7 5.28 8.30
21.26 21.86 22.64

35.87 38.97 3623
.0 2 .7 13.9 11.5 2.9

1.40 1.15 .84 .77 .82
3.8% 4.1% 6.4% 5.7% 4.9%

CAPITAL STRUCTURE as of 6/30/22
Total Debt $2533.4 rnllI. Due In 5 Yrs $1037.4 ITS.
LT Debt $2530.4 mm. LT Interest $87.8 Mill.
Incl. $11.9 mln. llnanoe leases.
(Total Inlafesl Ccverago: 2.7x)

Penslon Assets-12/21 $605.5 mill.
Obllg $696.8 mill.

Pfd Slodi None

Common Stock56,150,050 shs.
as of 7/22/22

2020 2021
4.4 +.7

37808 88526 $1792
NA NA NA
NA NA NA

NA
'4

1%

2017
2B.76 29.80 25.68 25.21 26.01 28.45 23.81 24.93
5.18 5.45 5.39 6.92 6.74 6.76 0.96 7.07
2.26 2.46 2.99 2.90 3.39 3.34 a.40 3.53
1.48 1.62 1.60 1.92 2.00 2.10 2.20 230
5.89 5.96 5.78 5 5.96 s. 6.28

25.09 26.60 31 .50 33.22 34.08 38.44 38.60 40.42
3722 45.91 4.8.17 49.37
15.7 16.9 16.2 18.4 17.2 7.8 5.8 19.9
1.00 .95 .85 .93 .90 .90 .91 1.08
4.2% 3.7% 3.3% 3.6% 3.4% 3.5% 3.9% 3.3%

10703 1154.5 1204.9 1214.3 1257.2 1305.7 1198.1 1257.9
83,7 94.0 120.7 138.4 1642 182.7 171 .1 179.3
9.6% 13.2% . . 13.7% . 7.6% 1.6%
9.4% 8.7% 8.9% 9.8% 4.3% 5.2% 4.8%

53.8% 53.5% 53.4% 53.1% 52.0% 50.2% 62.2% 52.5%
46.2% 4B.5% 46.6% 46.9% 48.0% 49.8% 47.8% 47.5%
2020.7 2215.7 3188.0 3408.8 3493.9 3614.5 4064.6 4289.8
2435.5 2690.1 3758.0 4059.5 4214.9 4358.3 4521.3 4700.9
5.5% 5.5% 4.8% 5.2% 5.9% 5.5% 5.2% 5.2%
9.0% 9.1% 8.2% 8.6% 9.8% 9.0% 8.8% 8.8%
9.0% 9.1% 82% 8.8% 9.8% 9.0% 8.8% 8.8%
3.2% 3.5% 3.8% 3.0% 4.1% 3.4% 32% 3.1%
85% 61% 54% 65% 68% 82% 64% 64%

BUSNESS: northWester Corporation (ding business as North-
Western Energy) supplies electricity & gas in the Upper Midwest
and Northwest, sewing 45B,000 electric customers in Montana and
South Dakota and 298,000 gas customers In Montana (85% of
gross margin), South Dakota (14%), and Nebraska (t%). Etsdrlc
revenue breakdown: residential, 43%; commercial, 49%. Industrial,it

. I

to '25'27
.6%

25%

5.5% 2.0%

I Full
Year

Full

»

Full
Year

12 469; '15, 27¢; 18, 52¢: 19, 464; June

NorthWestern shares have flatlined
for years, commensurate with EPS.
Since 2015, this issue has mainly traded
within the $50-$60 price range, breaking
out briefly from time to time. While net
profits have grown g1adual.ly over the past
several years (the 20162022 average an-
nual rate is 2%), shares outstanding have
also risen, diluting per-share gains. The
main constraint, besides dilution, has been
years of underearning the utilit;y's allow-
able ROE. This is largely due to the rela-
tive constraints of the rate-relief mechan-
isms available in the company's utility ter-
ritories, which results in regulatory lag.
In other words, the company foots the bill
for grid maintenance and upgrades but
has to justify it and wait for the payback.
Management has a solid plan in place
that should help reignite growth. In
an effort to become less reliant on pur-
chased power, while modernizing and
shoving up reliability, the com any is look-
ing to add significant gasHreg capacity in
both South Dakota and Montana. An 83
million, 58-megawatt plant in South Dako
to was completed in the second quarte
And in April, NWE broke ground on

(B) Dlv'ds hisiorlcalg paid In tale Mar., base: Natcrlg. cost. R
. Div reinvest.

defd in SD in '15:

°°mtg=="g= Flnanclal Strength
65%;in17(gas): Stoc 's rice Stablllly

NE in 07: Price Growth Persistence
am s e c aE Ing Pr dl t blmy

To subscribe call 1800VALUELINE

MARKET CAP: $2.8 bllllan (Auld cap)

ELECTRIC OPERATING STATISTICS
2019

Co R4L2ISa1e to +4 .6
w o w

AvQ.h'h$1.82'¢8¢f w
Capamreax
Pedl.Gl¢.'Mtllol 2287 NA NA
ArllJallnadFacltlv NA NA
'1»ChmgeQlstnrnas MJ +1.2 +12 +1.B

FM01 C94,(&} 284 237 252
ANNUALHATES Past Past esta19'21
oldwmge [perch) 10 Yrs. 6 Yrs.
Revenues 2.5% 1.0%
"Cash Flow" 3.6% 3.0%
Eamlngs 4.5% 2.0% 2.5%
DMdends 5.5%
Book Vahs 6.0% 4.5% 3.0%

Cal. QUARTERLY Revenues ($m11L)
ender Illar.31 Jun.30 Se .30 Dec.31
2019 a84.2 270.7 274.8 320.2 1257.9
2020 335.3 269.4 200.6 813.4 1198.7
2021 400.8 298.2 326.0 347.3 1372.3
2022 8945 323.0 sans 352 1400
2023 415 330 345 370 1460
Cal- EARNINGS PER SHARE A

ender Mar.31 Jun.30 Sep.30 Dec.81 year
2019 1.44 .49 .42 1.1a 3.53
2020 1.00 .43 .58 1.21 3.21
2021 1.24 .59 .70 .97 3.50
2022 1.08 .58 .64 1.05 3.35
2023 1.15 .60 .70 1.10 3.55
Cal OUARTER1.Y DIVIDENDS PAID B .1

ender Mar.31 Jun.80 So .00 Dec.81
2018 .ss .55 .55 .55 220
2019 .575 .575 .575 .575 2.30
2020 .60 .60 .60 .60 2.40
2021 .62 .02 .62 .82 2.48
2022 .68 .63 .63

(A) Dlluted EPS. Exd. nonreo. QWMDME8: Oct.

U5); '21, 10¢; Q 1Q2 '22, (4¢). '20 EPS don'l t S
sum due lo mundkwg. Next egs. report due late char
o 2022 Vane Uno. Inc. All W rosoned Fatal melol
THE PUBLISHER IS NOT RESP SIBIE FOR ANY ERRORS 0
al lt nmy bnleproducefl, Iesdd,sla0dofl1ansnine¢llnanypcIn1ed,

, Sept. & Dec. plan avail. In MTin '19 (Alec.): 9.
harsholder invest. 818n avail. (C Incl. nana
ges. In 21: $19.3 /sh. (D) In m II. (E) Rate 10.4%. Regulalofy on
Iall uhlalnedi bllewdklb reliable ndhipfwlded lh
R (MISSDNS H U §HMon Is 800, M sub;alJers ovm, .mifofrm
electronic 01 other bfm. or us to generalhg of marksting any printed of ebdlon

% TOT. RETURN 9/22
Tms VLAR1lM.

swan INDEX
1 ye. 10.1 18.2
air. 25.e 24.1
6 yr. s.a 32.9

VALUELINE pua.LLc 527
25.38 24.15 23.55 Revenuespersh 26.75
8.92 6.70 6.85 "Cash Flow"persh 8.00
a.5o 3.35 066 Earnings persis A 4.00
2.48 2.52 2.56 we DecJ'd persis"~t 2.8
8.03 10.05 9.10 Cap'ISp fig par Asa

46.28 44.60 46.30 Book Value porsh C 50.00
58.00 62.00 muon Shs 0utsl'g D 62.00

. 7.4 sawn resale AvgAnn'IP! Ratio 16.5
.98 .94 v Uno Relative PIE Ratio .90

4.0% 4.1v. " "  " " Avg Ann'IDlv'd vl9Iu 4.1%

1198.7 1372.3 1400 1450 Revenues($mlll) 1000
162.6 181.8 190 215 Net ProM $ml 250
1.6% .s% 1.5% 3.0% Income Tax Rate 12.0%
6.0% 14.9% 15.0% .0% AFUDC%toNetprofit 10.0%

52.% 52.2% 50.0% 49.5% LongTerm Debt Ra\io 49.0%
47.2% 47.8% 50.0% 50.5% CommonE ult Ratio 51.0%
4409.1 4B93.1 5195 5075 TotaICapltat( mm) aoso
4952.9 5247.2 5630 5900 Net Plant $ml 6550

4.6% 4.6% 4.5% 4.5% ReturnonTotaICapl 5.0%
7.8% 70% 7.6% Z5% RetumonShr.Equity &0%
7.8% 7.8% w e Z5% Return on Com E u E 8.0%
2.0% 2.8% 20% 2.0% Retalnedto Com Eq 2.5%
74% 71% 75% 72% AIIDtv'dstonetProf 87%

-W%; other, 4%. Generating sources: coal, 28%; hydro, 27%; wind,
8%; other. 4%; purchased, 35%. Fuel coats: 31% of revenues. '21
reported depress. rate: 2.8%. Has 1,500 employees. Chelnman:
Dana J. Dykhouse. CEO: Robert C. Rowe. President & COO: Brian
B. Bird. Inc.: DE. A<ldress: 8010 West 69th Street, Sioux Falls. SD
5710B. Tal.: 605~978-2900. Internet wwvv.nol1hwastemenergy.c<)m.

$275 million, 175mw facility in Montana,
expected to be operational by late 2023.
Financing is via a $200 million equity of-
fering ($63.60 a share) completed in fourth
quarter 2021, with $300 million more ex-
pected in early 2023 via a forward sale.
Results depend on an upcoming gen-
eral  rate ease decision. NWE ha s  f i le d
its case, and likely will obtain rate relief
early next year. The company is also as-
ldng for pricing mechanisms that would
help alleviate regulatory lag. This may be
a tough sell in a historically diliicult regu-
latory environment. Assuming the capaci-
ty  expans ion is allowed to proceed, it
would HR: the rate base and help to narrow
the gap between NWE's earned and allow-
able ROE. Our prqiecljons assume an an-
nual growth rate in share net from 2028 to
middecade of 4%. It 's somewhat below
the industry average, yet significantly bet-
ter than what's transpired in recent years.
This issue is untimely. However, at the
recent valuation there may be some appeal
for utility investors seeking outsized in-
come. The yield is 115 basis points above

r . the electric utility industry median.
a Anthony J .  Glermon October 21, 2022

ate allowed on corn. eq. B++
9.55%; 90

specified; in 40
male: Below Average. 90
out warranties of an kind.

emhl, Imemal use.*o part
90 puizlcallnn. sandce Of pmdxt.
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PE RATIo1.10 4.2%39.75 gum 18.0(I8Q9!2,%l¥£)
VALUE
LINE0GE ENERGY CORP. NYSE-OGE

39.3
32.8

38.5
24.2

45.8
38.0

41 .e
29.6

34.2
23.4

46.4
28.0

38.6
29.2

37.4
32.6

42.9
33.3

Target Price Range
2026 2026 2027
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Low-Hlgh Mldpo/lnt(%to Mld)

$33451 $42 (5%)
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120
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50
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12%
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K!d1 l

- - - - - - -  - - - - - "- Q - _ § _- - - -_--l------nl--1---- _ - n! ! Q ! _ l I - M M I ! ! 1 x - 4 5 _

-_ | -wnur.
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18.58

3.89

1.79

.80

19.96

3.31

1.73

.76
1| . 1 ,v.4 q

M
:we

14.4

.90

8.1%

1oz»az zamzz Emma 18
228 21a 185 12
170 182 192 e

129889 las 25e 136258

2 0 0 7  2 0 0 8

21.96 20.e8 21.77 14.79 19.04

228 2.39 2.40 2.69 a.01

123 1.32 1.25 1.33 1.50

.87 .68 .70 .71 .73

4 . 1 4 . 7

8.79 9.16 10.14 10.52 11.73

Ts2.40 183.60 187.00 194.00 19620

13.7 1a.8 12.4 10.8 1a.a

.74 .73 .75 .72 .85

4.0% 3.8% 4.5% 5.0% 8.7%

CAPITAL s rnucm ns  as  019/an/22
TotaI Debt $5279.6 mi. Duo In 5 Yrs  s17s1.5 mil
LT Debt $3548.0 mil LT Interest $168,7 mill.
(LT interest earned: 4.3x) M
Lhasas, Uncapltallzad Annual rentals $5.1 mill.

Pons lon Aasets12/21 $486.0 m l
Obligss02.9 mill.

Pfd Stock None

Common Slack 200,202,8728hs.

Gapadry atpeak(
et"IM

2021
+2 .6

N A
7.88

N A
N A
N A

+1 .4

2020
.4 .g
N A

4 .40
N A

6437
N A

+1 .1
N A

+1 .0

MARKET CAP: $8.0 blll lon (Mid Ca

ELECTRIC opEnATwc STATISTICS
2 0 1 9

% R e h l s a l  ( W H ) 1 . 1

U + N A
Av y musl. Hem. of ( 0 4 5 3

Peakload. Sumn 6 8 1 7

Mwdlnad F ac t or I  4
%Ghalgo Clslamsrs GM.

i f i n

P a s t

10 Y rs .

3 . 0 %

3 . 5 %
4 . 0 %

8 . 0 %

5 . 5 %

335 3 2 8 336

Pas t ES1 'd '19 '21
s Yrs. to '25'27

3 .0% 5.5%
4.5% 7.0%
4.5% 6.5%
8.5% 3.0%
3.5% 5.5%

EIedC Cav.

ANNUAL RATES
01 change (per eh)
Revenues
"Cas h Flow"
Eam hgs
Divldends
Book Value

QUARTERLY REVENUES is Ill)
Nlar.81 Sep.30 Dec.81

F u l
Year

2231.6
2122.3
3653.7
3200
3300

»

I

Fu l l
Year

2.24
2,08
2.36
2 . 5
2 1 0

Ful l
Year

1.36
1.48
1 .57
1.82

To subscribe call 1800-VALIJELINE

% TOT. RETURN 10/22
m s V1.ARI1H.

s locx INDEX
I yr . 12.3 13.4
Syr. 3.1 as.8
6 yr. 22.1 45.8

2 0 1 7 2 0 1 9  8 2 0 2 0 ©w11u£ LNEPUB.U.C 5-27

14.45 12.30 11.00 11.31 11.32 11.37 11.15 10.61 18.26 16.00 16.50 Revenuespersh 18.25

3.46 3.40 3.28 8.31 3.34 0.74 4.02 4.03 4.44 4.45 4.40 "Cash Fl0w"pgr5h 025
1.94 1.98 1.69 1.69 1.92 2.12 224 2.08 236 2.25 2.10 Earnlngs pers h A 3.25

.85 .95 1.05 1.16 1.27 1.40 1.51 1.58 1.63 1.64 1.70 Dlv'dDec1'dpafs h51 1.85

4 . 9 2.86 2.7 8.51 4.13 .87 8.1 . .75 .75 ap p a n  n g p e rs 4.75

15.30 1627 16.66 1724 19.28 20.00 20.50 18.15 21.25 22.25 Book value perch e 26.00

97.60 100.40 199.70 199.70 199.70 199.70 200.10 200.10 200.10 200.20 Con11nonShs0utst'g D 200.20

162 17.7 18.3 17.7 17.7 18.3 16.5 19.0 o.2 .s 50111119 IUSHYD V I  n n  P Rate 14.0

.87 .09 .96 .89 .93 .92 .80 1.01 .as .76 V91 LM6 RelatlvopE Ratio .00

2.9% 2.57. 2.6% 3.6% 3.9% 8.6% 4.0% 3.5% 4.7% 4.B% ""  : low Avg Ann1DIv'd yle1d 4.0%

3671.2 2807.7 2453.1 2195.0 2259.2 2261.1 2231.6 2122.3 3853.7 8200 3300 Revanues lsmlll) 3850

355.0 387.8 395.8 337.8 0002 as4.a 449.6 415.9 472.5 450 420 new pr0fl1 $m111 665

26.0% 24.9% 30.4% 29.2% 30.5% 32.5% 14.5% 7.4% 13.2% 12.0% 12.0% Income Tax Rats 12.0%

2.7% 2.6% 1.7% 3.7% 6.4% 15.0% 8.3% 1.6% 1.6% 2.0% 2.0% AFUDC%tO Net profit 2.0%

50.7% 43.1% 46.9% 44.3% 41.1% 41.7% 42.0% 43.6% 49.0% 52.6% 46.0% 62.0% LongTerm Debt Ratlo 50.0%

49.3% 56.9% 64.1% 5s.7v. 58.9% 58.3% 56.0% 56.4% 51.0% 47.4% 53184; 48.0% Com m onE u l  Ratlo 50.0%

5615.8 5337.2 5999.7 5971.6 5849.6 6600.7 6902.0 7334.7 71262 8552.7 8100 9400 1°tucaplral($m ll l) 10400

6344.8 6672.8 6979.9 7 a a .4 7696.2 as s es  6643.8 0044.6 9074.6 0832.9 10345 10830 NetPtant Smll 12076

7.7% 8.6% 7.8% 6.9% 7.0% 7.0% 7.3% 7.1% 6.0% 6.4% 15% os x Re1urnonTotalCap'l 7.8%

12.8% 12.8% 12.2% 10.2% 9.8% 10.0% 10.6% 10.9% 11.5% 11.6% 12.0% 12.0% RetumonShr.Equlty 13.0%

12.8% 12.8% 12.2% 10.2% 9.8% 10.0% 10.6% 108% 11.5% 11.6% 12.0% 12.0% Be tum or Com Equl E 1ao%

72% 7.3% 6.6% 4.0% 3.3% 3.6% 3.8% 3.6% 2.0% : m s 4.0% 4.5% norainwIo Com Eq 6.5%

44% 43% 47% 61% 67% 84% 64% 67% 76% a w . 73% 81% AIID ivds loNetPro1 57%

BUSINESS: OGE Energy Corp. Is a holding company tor oklaho- other, 10%. Gameratlng sources: gas. 25%; coal. 21%; wind, e%;
ma Gas and Eleclrlc Company (OG&E), which sqnplies electricity In purchased, 48%. Fuel costs : 58% of revenues. '21 reported depre-
B78.000 cus tomers  In Oklahoma (84% of electric revenues) and gallon rate (utilty): 2.e%. Has 2,200 employees. Chalnman, Pres l
wes tem Arkansas  (8%), wholesale is  [8%). Owns  6% of Energy dent and Chief Executive Officer: Sean Trauedrke. hccrporated:
Trans lers  Hmitad pannershlp units . Electric revenue breakdown: Oklahoma. Address: 321 north Harvey, P.O. Box 321. Okldloma
reddentlal. 44%; oommerclal, 26%, industrial, 11%; oilfield, 10%; City, OK 731010321. Tel.: 4055533000. Internet: www.oge.com.

O G E E n e r g y ' s u t i l i t y s u b s i d i a r y i n ing margin pressures from riding interest
O k l a h o m a a g r e e d t o a $ 3 0 m i l l i o n rates, along with depreciation rates and
settlement in its general rate case. The
company initially requested a $164 million In the third quarter, OGE completed

its transformation to an electric utili-
ty, after selling its Energy Transfer
units. The exit from midstream operations
should reduce business risk and attract in-
vestors as it becomes a pure-play electric
utility The natural gas midstream seg-
ment has long been a weakness, and the

These shares are ranked to mirror the
broader market averages in the com-
ing six to 12 months. Equities in the
utilties industry have faced immense pres-
sure as of late due to rising interest rates.
Rising 'Treasury yields are becoming more

i n v e s t o r s ,
( E x c l u d - challenging the attractiveness of the utili-

As a result, the stock is down
s ince our  las t

report in Septemhen While total return
potent ia l  is  below average for the 18
month a n d 3- to 5-year period, t h e s e
shares hold an attractive dividend yield
that is well above the utility average.

D ec em ber  9,  2022

Com pany's  Flnwclal Strength A
Stock's  Price Szahili iy 85
Prlce Growth Pers is tence 25

95

ahi ctty tor subscfi bors of, noncomercla l ,

C d -
cndar Jun.30

2019 490.0 513.7 755.4 472.5
2020 431.3 503.5 702.1 485.4
2021 1630.6 577.4 864.4 581.8
2022 589.3 803 .7  12708 536.2
2023 600 800 1200 700

Cat EARNINGS PER SHARE A
ender Mar.31 \k ln.30 Se .80 Dec.81

2019 .24 .50 1.25 .26
2020 .23 .51 1.04 .30

2021 .26 .56 1.26 .27
2022 .33 .36 1.a1 .25
2023 .32 .33 1.25 .20

Cal 0uA11181Lv DIVIDENDS PAD B .

ender Mar .31  Jun .30  s .s o  Dec.31

2018 .3325 .3325 .3326 .385
2019 .365 .365 .365 .388
2020 .3875 .3875 .3875 .4025
2021 .4026 .4025 .4025 .41

2022 .41 .41 .41 .4141

A) Dlluted EPS. Excl. nonrecumng gains
losses): '15, (33¢); '17, $1.18; 19, ( ¢); 20,
$2.95); 21, $1 .a2, '22, $1 .06; gain on discos.
ops.: '06, 20¢. 19 & 21 EPS don'l sum due to
9 2022 Value Lyle, he. Al llQlts reserved. Factual
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY EB
al If may be reproduced, resold, sum or trensmllled h my

pending rate reviews.

increase which was reduced drastically by
the Oklahoma Corporation Commission
after regulatory hearings. The commission
is now considering spreading out monthly
price increases .3 $9.72 over a three to
our year time frame, compared to the cur-

rent two-year span to help mitigate the
impact on customer bills. In Arkansas, the exit should improve performance.
utility implemented its new fuel rates
which went into effect on November 1st.
The increases will recover $40 million over
the next 17 months.
We see earnings declining through
2023. Management continues to expect
long-term share amings growth of 5%-7% appealing to incomeoriented
annually based of? 2021 profits.ing equity income.) For 2022, the company ty industry.
expects share earnings in a range of $2.08- more t han 6% in value
$2.12 a share. Our full-year 2022 and 2023
bottom-line estimates are $2.25 a share
(including equity income from Energy
Transfer stake), and $2.10 a share, respec
tively. We have lowered our 2023 forecasts
due to the macroeconomic climate, includ Z a c h a r y J .  H o d g k i n s o n

rounchg. Next earnings report due late Feb. mill., adj. for split (E) Rate base; Nal original
$ 9 Div'ds hls tcrlcally .paid n late Ja1., Apr., cost. Rate allowed on com. eq. in OK in 19:

" g 8: Oct. I DN'd rernvedment plan avail. IC) 9.5%; In AR In '18: 9.5%; earned on avg. com.
In .deferred charges . In '2I$6.15/s h. (D) n eq., '21: 12.7%. Regulatory Clinale: Average. Eamlngs  Predlclabll l ly

Rggggg go" jsuroas bolsvod lo be rel4bla and Is profvldsd vAll10ul wananlles of anlhklnd.
H E  . T l 1 I l o  I i t a l

r i l led.  eledm nlc  or ot her f orm ,  of  W W or markellrrg any  pf lnled M olracXwnio puhicalion°L2.v é§°Z.. ,.J'¢S$.
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52% 21.3% 225% 27.0% 24.5% 25.5%

pfd Stock None

Common Stock 41 ,630.952 shs.
as of 10/25/22 11.3% 11.1% 11.0% 17.8% 19.5% 13.5% Returnons1\r.Equlty E

o

ELECTRIC OPERATING STATVSTICS

Chan Rd8ISab8(KW1I) 2018 2020as
A>w4°l§r.u¢»(uw»lW
A»g.Indusl r (¢l

NA
NA
NA

NA
NA

NA
NA

MMLMFWVM

Shares of Otter Tail have declined sig-
nif icantly in value since our Septem-Pas!ANNUAL RATES

of change (per so)

Earnings 19.0% 13.0% 4.5%

Full
Year

226.8 890.1

ender Mar.G1 Jun.30 $ep.80
2019
2020 234.7 192.8 235.8
2021

2023 320 315 300 295
Cal. EARNINGSPERSHAREW

ondar Mar.81 Jun.30 Sep.80 Dec.31
2019 .66 .39 .62 .51

Full
Year
2.17

1.23

4 Nevertheless, the company delivered
strong financial results in the third

.35 .as is .35 1.402019
2020

% TOT. RETURN 10/22
IRIS VLARMI.

sroa( mex
1 of. 11.4 13.4
ay. 29.4 a5.a
s o 69.0 45.6

2018 2019 2020 2021 °VALUELllEPUB.LLC
23.10 22.90 21.48 28.ao 35.45 29.35 Revenues persis 32.25
3.96 4.11 4.29 6.45 z75 8.60 "Cash Row"porsh 6.75
2.0s 2.17 as 4.23 6.60 4.75 Eamlngsparsh A 3.75
1.a4 1.40 1.48 1.66 1.65 76 Dlv'd Decl'd persis 51 2.20
2.88 5. 4.36 6.90 pISpendlng persis 6.55

18.38 19.46 2165 29.80 Bookltaluepersh C 34.25
39.86 41,47 4155 Common s uts g

22.2 23.5 8.3 12.3 Bold a g a i n  A v g  n n a 115
1.20 1.25 .94 .66 Value Lim Rela1IveplE Ratio 95

2.9% 2.7% 3.5% 3.0% alla Avg AnI1'IDly'd Yleld 3.4%

918.4 919.5 $90.1 1196.8 14ao 1230 Revenues($mIll) 1370
82.a as.a 95.9 176.8 250 200 N91 Prollt $mI 165

15.0% 16.7% 17.4% 16.9% 2110% 20.0% Income TaxI\ate 200%
4.1% 4.9% 6.4% .8% 1.0% 3.0% AFuu9_1§1°ne1 ProM 4.0%

44.7% 48.9% 41.8% 42.6% 41.5% 41.5% LongTerm Deb t Ratlo 42.5%

55.3% 53.1% 58.2% 57.4% 50.5% 50.5% Common 11 Ratio 57.5%
1318.9 1471.1 1495.4 1724.8 2140 TotaIcaphaI($mllI) 2525
1681.1 1753.8 2049.3 2124.5 g; Netplanl sms 27
7.3% 7.0% 7.4% 11.1% 12.0% 9.0% Re!1lnonTotalCap'l 7596

11.6%
118% 11.1% 11.0% 17.8% 19.596 13.6% RetumonCemE 11.5%
4.0% 4.0% 4.1% 11.3% 13.5% Z516 RelalnadtoComEq 5.0%
65% B4% 63% 87% 31% 44% AIIDiv'dst0 NotProt 57%

Otter Tall Power costs: 10% d revenues. Also as operations In manufacturing and
customers h plastics (62% 01 '21 operating income), '21 depress. rate: 2.0%. Has

Dakota (38%), 2,500 employees. Chairman: Nathan I. Partaln. President & cEo
residential. 32%. Charles S. MacFarla1e. Inc.: Minnesota. Address: 215 South Cas
2%. Generating cede St., p.o. Box 496, FergusFalls, Minnesota sssaa4J496. Tel.:

based, 44%. Fuel 866410-8780.lntemetvnm.otterall.com.

rent, as mentioned, despite lower-than-
expected sales volumes.
The company remains committed to
its long-term annual earnings growth
rate target of 5%-7%, using 2024 as the
base year. Vvlhile this is certainly in the
cards, we expect. the bottom-line to decline
next year as conditions normalize within
the utility's Plastics division. We are look-
ing for 2028 fullyear earnings of $4.75 a
share.
Otter Tail shares are best suited for
accounts with a shortto-intermediate
investment horizon. The stock currently
carries our Timeliness rank of 2, making it
a strong selection for the next six to 12
months. Too, given the aforementioned
drop in its value, the utility now offers
much stronger capital appreciation poten-
tial. The midpoint of our 18-month Target
Price Range represents a 46% premium to
its current price. Capital appreciation
potential out to 2026-2027 is not appealing
as these shares remain within our 3- to 6-
year estimate. This stock also offers a
yield of 2.9%, which is just below-average
for a utility.
.ZacharyJ. Hodgkinson,

over ear,
21% over t at span.
rounded, highlighted

EPS may no sum We so rounding. Next earn D) In mlli. (E) Rate alld o2538" n com. eq. 'n MN In
77%; In SD in 19

in. eq., '21: 19.2%.

December 9, 2022
A

100
70
70

°°"~lg°",ys Financial Strength
Stoc 's rice Stablllty
Price Growth Persistence
Earnings Predictability

To subscribe call 1800VALUELINE

2527

H Price Gain Return
s  / 1

L39 go (+1-298 0/6
Institutional Declslons

1021122 292022 a020z2
121 121 140
B7 we 95

19574 20044 20598
2007 2008 2011 2017

97.43 41.50 57.06 29.03 31.08 29.88 23.76 24.68 21.48 20.60 20.42 21.47
3.39 3.55 2.81 2.76 2.60 2.30 2.71 3.02 3.09 3.14 3.44 3.70
1.69 1.78 1.09 .71 .so .45 1,05 1.37 1.55 1.58 1.60 1.86
1.15 1.17 1.19 1.19 1.19 1.19 1.19 1.19 1.21 1.23 1.25 1.28
2. 6.43 7.51 4.9 2.38 2.04 3.20 4.53 4. 3.38

16.67 17.55 19.14 18.78 17.57 15.83 14.43 14.75 15.39 17.08 17.62
as.a1 36. 96. 7 36.27 37.22 37.86 39.35 39.55

17.3 9.0 30.1 s .2 F NMF 21.7 21.1 1a.a 18.2 20.2 22.1
.93 1.01 1.81 2.08 NMF NMF 1.38 1.19 .99 .92 1.06 1.11

89% 3.5% 3.6% 5.4% 5.7% 5.6% 5.2% 4.1% 4.1% 4.3% 3.9% 3.1%

CAPITAL STRUCTUREas o19/30/22 859.2 899.3 799.3 779.8 B03.5 849.4
Total Debt $828.8 mill. Due In 5 Yrs $207.8 mill.
LTD9bt$823.8M1ll. LTlntews\$31.8 mm. 39.0 502 56.8 58,6 e2.0 73.9

(LTln1arssleamed.9.7x) 1.7% 5.8% aw. a.5°/. z2% 2.8%
Leases, UncepltallzedArlnualfsntalsS5.0mll 44.0% 42.1% 46.5% 42.4% 43.0% 41.3%
PanslonAssets12/21 $387.2 mill. 54.4% 57.9% 58.5% 57.6% 57.0% 58.7%

0bIls$4w.7milL 959.2 924.4 1071.8 1051,0 1175.4 11a7.e
1049.5 1167.0 1268.5 1387.8 1477.2 1589.8

5.7% 6.8% 6.7% 6.8% 8.5% 7.3%
7.8% 9.4% 9.9% 9.7% 9.3% 10.8%
7.8% 9.3% 9.9% 9.7% 9.3% 10.6%

1/rAnKETcAp:$2.4nlulon(r~uaca NMF 12% 2.2% 25% 2 % 33%
113% 87% 78% 79% 78% 89%

41.9 M; BUSINESS:O1lerTaIICorporationbtheparenlol
NA NA Company, whlcn supples electricity 10 1aa,000

Minnesota (52% 01 retail elecirlc reveres). North
gga»=3=.1;81% NA NA NA and scum Dakola(10%).Electricrev.breakdown:

. NA NA NA oommerclal& farms, $6%; Industrial, 30%;other.
$C11er9eCus1un41s +.l NA NA sources: coal, 38%; wind & other. 18%: ac

Fund Charge COM 407 405 551

10 vf8. go; ESfod23721 be report. The stock price he dropped
Revenues 2.0% 3.0% 5.0% more than 26%, compared to a 10% decline
"Cash Flow" 70% 9.0% 5.5% in HU shares (an S&P utility sector fund)
Dlvkhmjg 2,0% 4.0% 7.0% 0V8l interim. In fact, in that time
Book Vakxo 2.0% 6.0% 8.0% span the utility turned in the worst-

performance out of all the companies cov-
Cal OUARTERLY 3£VI;NUES($8lgl)m ered by Value Line in the Electric Utility

(Central) Industry Too, management is
246,0 229.2 228.6 215.7 919.5 concerned about near-term prospects be-
261.7 2856 3183 333.2 1196.8 C811,S8 of resin price reductions and the

2022 374.9 400.0 383.9 321.2 1480 weakening home improvement market.
1230 The company lowered its 2022 share-

earnings target from $6.83-$7.18 to $6.42-
$6.'72. The Plastics segment, which has
been a main driver for earnings recently,

2 . . . 2.34 is facing a slowdown in PVC pipe demand
3321 45 4,23 that wxll likely continue to hurt profits m
2022 1.72 2.05 2.01 .go 6.60 the future. Sales volume decreased by 15%
202s 1.40 1,36 120 .so 4,75 in the thirdquarter due to the headwinds
Cal QUARTERLYDIVIDENDSPADM Full prevwusly mentioned.

ender Mar.81 Jun.30 Se .to Dec.81 Year
2018 .435 .was sas .335 1.34 quarter. Share earnings grew about 60%

.37 .37 .87 .87 1.48 year while revenues increased
2021 .39 .as go .39 1.56 Per formance was well
2022 .4125 .4125 .412s .4125 by the Plastlcs seg-

EPS. Excl. nor rec. gains (loss): 10,
, 11, 26¢: '1 a, 212; gains (losses from ings report due MlFeb. 831 ds hlslor. pd. 22: 9.48%; In ND In '18: 9.

dlsc.0ps.:'0B,1e,11,( 1.11),12.( 122), In cally Mar.,Jun., el., .lDlvdrelnv. B.75%,eamed on avg.co
'13, 2¢: 14, 21. is, 2¢. 15, 111. 17, 1¢. '19 plan avail. (c) Incl. inlang. In '21: $4.14/sh.
® 2022 Value Llno. Ina m reserved. Factual malarial Is ublnlned mm scumes heleved to he refable and b provided wllhoul wananies of ml kind.
THE PUBLISHER 8 NOT RES NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. rn1=J=w l¢aun Is sulclly loc slllsabel's of . noncolmnorclal. lnlomaluse. o pall
of tlm.v;haleplcd1ced,fesold.Mled orlmrlsmlledhanyprhtad.slscwnlc0r0l11arlorm,a1ss fugenoralhgafmarlrelhganyprnladofe£ect1nnlcpul»lkaion,ss1vl>sorpr0dll:l.
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shares

814:4 @2833 B933 traded
2007 2008 2010

24 as
4.64 4.82

1.14

.88

s

19.68

82.60

23.4

126 .63

2.5%

CAPITAL STRUCTURE as of 6130/22
Total oebr $3604 mill.
LT Debt $3583 mill.
Incl $273 mill. finance leases.
(Total Interest Goveraga: 2.9x)
Leases, Uncapllallzod Annual rentals $4 ml.
pension Assets-12/21 $800 mill.

Pfd Stodc None

Common Stodc 89,242,847 shs.
as of 7/21 /22

l

2021

ion). The company Is In the process of decommissioning the Trojan
nuclear plant, which I closed h 1993. Electric revenue breakdown:4447

NA
3785

NA

MARKET CAP: $3.8 billion (Mld Cap)

ELECTRIC OPERATING STATISTICS
2019

%CM R5IaIS8l J
Avg. u(»/n'$r "

hmaew . or l¢1
Capaairl al Peak iI»
PedrLoad,Survner
Arjuna Facuu
%011anga(1lslnmals mal

Pa$- Pa s !

Portland General Electric
having a good year, prompting
age rent to lift guidance. 'lb

4.5% 4.5%

Fixa1G1lage Cav. 195)

A NNUA L RA TES
of change (persis)
Rev enues
"Cas h F!ov / "
Ea mi n g s 5.0%

4.5%

I

21450575.0

826.0
645

633
660

Flll
.  I

The utility is still awaiting finalized
decisions on its RFP (request for pro-

Full
Year

EARNINGS PER SHARE A

Mar .31 J u n . 3 0  S

.82

.91 .43 .84 .57
1.07 .be

.87
.80 .65 .70

QUARTERLY DWIDENDS PAID a I t

Mar.81 Jun.30 Se .30 Dec.31

.34 .34 .3625 .3625

.3625
.385

Q

2e.ao 27.35 28.20 Revenues perch
7.25 Z60 0.05 "Cash Flow"parsh
2.72 2.80 2.95 Eamlngs persis A
1.70 i n 1.89 Dlvd Ded'dpersh°lt
7.11 Z65 155 ap pan ngpers

3028 a w 32.35 Bookvalua persis C
89. 1 Paso Sian

16.8 17.7 o w e  s u m Avg Ann'l PIE Ratio
.B5 .95 Una Relative PIE Ratio

3.5% 8.6% " "  " " Avg Ann'I 0lv'avIau

2145.0 2396.0 2450 2525 Revenues($mlII) 2750
247.0 244.0 250 265 NeQProf!t Small am

124% 8.6% 17.5% 17.5% Income Tax Rate 17.5%
9.7% 10.2% 10.0% 9.0% AFU{)C%lone1Pro1lt 8.0%

58.6% 56.8% 55.5% 55.0% LongTerm Deblhallo 67.5%
46.4% 43.2% 44.5% 44.0% CommonE u Rollo 42.5%
6e2a.0 6265.0 0315 6505 Tutalcapltal($mIlll 7575
7539.0 8005.0 8260 8480 Nel P1anl Smlll woo

5.5% 4.9% 5.0% 5.0% Return on TotalCap'l 5.0%
9.5% 9.0% Cox 9.0% Rel um an Shr.Eqully 9.5%
9.5% 9.0% 20% 9.0% Rel um on ComE ul E 9.5%
4.1% 8.5% 3.0% 3.5% Retalnsdlo Com Eq 3.5%
57% 61% 64% 64% AlIDiv'dslo NetPro1 65%

Genefallng sources: gas, 37%; wind, 9%; coal. 8%. hydro, 4%; pur
chased, 42%. Fuel cedar 34% of revenues. 21 reported deprecia
tion rate: 8.4%. Has 2.800 lulltime employees. Chairman: Jack E.
Davis, President and Chief Executive Oliicer: Marla M. Pope. In
oorp0ra1ed: Oregon. Address: 121 S.W. Salmon Slreet. Portland,
OR 97204. Tel.: 5034648000. lnlemel: www.por!landgener8l.com.

the winning bidders by year end.
PGE leadership ' long-term earnings
growth target of 4%-6% looks achiev-
able. Next year will benefit from a full
year of rate relief against an ea e o m -
p a r i s o n . From 2023 out to midjiecade
we're projec ting a 5.6% growth rate i n
e a r n i n g s . A c c e l e r a t i n g l o a d g r o w t h ,
thanks to the healthy economy of the utili-
ty's service territory, where there is a vi-
brant tech sector, is a key factor.
The board of directors raised the pay-
out 6.2% this year. PGE targets a long-
term growth rate of 5%-7% and a payout
ratio of 60%-70%. Our projections assume
a 6% rate of growth to mid-decade.
Utility investors may want to consider
t h i s i s s u e f o r a l o n g t e r m h o l d i n g .
Neutrally ranked PGE offers a heal thy
dividend yield that's 40 basis p i n t s  a b o v e
the electric utility median. d e s  d e s p i t e
E P S a n d d i v i d e n d g r o w t h r a t e s b e i n g
d e c e n t l y a b o v e t h e i n d u s t r y a v e r a g e s .
Market weakness has the stock down 13%
since our July report, and near the bottom
o f o u r 1 8 - m o n t h T a r g e t P r i c e R a n g e ,
thereby offering solid recovery potential.
Anthony J G l e n n o n October 21,2 0 2 2
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Cal Full
ender Mar.81 Jun.30 Se .30 Deo.31 Year

2019
2020 459.0 547.0 550.0
2021
2022 691.0 600 2450
202a 580 640

Cal
endar
2019
2020
2021
2022
2023

Cal
endar

2018 1.41
2019
2020 .
2021 .4075 .4075 .43 .43 1.68 with company-owned resources. The
2022 .43

(A 011 we Ir1QS . I g (B) 01 we ds W .. Ap .. J Ty, d $5.961 h. (1111 111.
a11sl[lo;ses):eF13, 14210; 17, "111s1"~.1, _1w gn f w g  m  an r  u  a n 108. 1J8S8:NM
$1.031; '22, (14¢). Noel eamlnw report due Shareholdorinveslmenl plan available,
caber 25th.

c 2022 Value Une.
THE PUSLIS11ER IS NOT RESPONSIBLE FOR ANV ERRORS
d I may bo reprochced, ladd, slxxod at lransmllsd in any plied, eleclladc or 0!1er form.

27.87 27.89 23.99 23.67 24.06 23.89 23.18 24.29 21.38 21.02 22.54 22.30 23.75 23.96
5.21 4.71 4.07 4.96 5.15 4.93 6.08 5.37 5.78 6.16 6.65 6.97 7.83
2.33 1.39 1.11 1.66 1.95 1.87 1.77 2.18 2.04 216 2.29 2.37 2.39 2.75
.93 .97 1.01 1.04 1.06 1.08 1.10 1.12 1.18 1.26 1.34 1.43 1.52 1.50

7.28 6.12 9.2 , .0 8.40 12.87 .7 6.57 5.77 6.67 .78 8.76
21.05 21.64 20.50 22.07 22.87 23.30 24.43 25.43 26.35 27.11 28.07 28.99 29.18

62.58 75.21 75.32 75.36 75.56 78.09 7823 88.  5 B9.11 89.27 89.39

11.9 16.3 14.4 12.0 2. 14.0 16.9 15.3 7.7 9. 20.0 18.4 .a

.so .96 .76 .78 .89 .95 .81 .89 1.00 1.01 .99 1.1 g
307. 4.3% 5.4% 5.2% 4.4% 4.1% 3.7% 3.3% 3.3% 3.1% 2.9% 3.3% 2.8%

1805.0 1a10.0 1900.0 1898.0 1923.0 2009.0 1991.0 2123.0
Dueln5Yra$188mill. 141.0 1a7.0 175.0 172.0 1000 204.0 212.0 214.0
LTln1erestS128 mill. 31.4% 20.2% 211.0% 20.1(7.. 20.6% 25.0% 7.4% 11.2%

7.1% 14.8% 38.7% 19.8% 16.6% 8.8% 8.0% 7.0%
47.1% 51.8% 52.7% 47.8% 48.4% 50.1% 46.5% 51.3%
52.9% 48.7% 47.3% 52.2% 51.6% 49.9% 53.6% 48.7%

obrlgss72 mill. a2e4.0 37340 4037.0 4a20.0 4544.0 4a42.0 4604.0 5020.0
4392.0 4880.0 5579.0 e0120 6434.0 6741.0 6887.0 7161.0

5.9% 5.1% 5.8% 5.4% 5.6% 5.5% 5.8% 5.1%
8.2% 7.5% 9.2% 7.6% 8.2% B.4% 8.6% 8.3%
8.2% 7.5% 9.2% 7.0% 8.2% 8.4% 8.5% 8.3%
3.5% 29% 4.6% 3.3% 3.5% 3.8% 3.5% 5.1%
57% 61% 50% 56% 57% 58% 59% 63%

+1.2 MY +5.1 auslnEss= Portland General Eedrlc Company (p<aE) pewees
17827 18472 20002 electricity to 917,000 ousiomew In 51 cilles 1na4.0004quaremile

Avg. 4.75 4.99 5.22 area oloregon,lncludlng Poniand and Salem(populallon: 1.9 mil
NA NA NA

313.1
' +1.1 +1.6 +.6 residential, 47%; commercial. 29%; Industrial, 11%, other. 13%.

26s 1 a7 261 ( P GE )  i s
Es\'d '19'21 b mg" -

10 Yrs. 5 Yrs. to'2527 . . t i e  y
0.5% 2.0% 3.5% recap, PGE received its general rate case
5.0% 5.0% 4.0% decision from OPUC (Oregon Public Utili-

D d  d e.07 6.0% ty Commission) in late April, authorizing a
BI>vkeVnal8e 3.5% and 3.5% 3.2% price hike. And during the first half

QUARTERLY REVENUES($Inlll.) of the year the company profited from
higher retail energy deliveries, due to con
tinued growth in industrial demand, in

573.0 480.0 542.0 548.0 2123.0 eluding hightech and digital customers.
6093 537.0 642.0 6080 239520 PGE revised its 2022 GAAPbased share-

earnings guidance up by a dime on both
2525 sides of the range, to $2.60-$2.75. Our es-

timate is higher, as we're excluding defer-
.gg Dec.31 Year raj reductions related to year ended 2020.

.28 .61 .68 2.39
2.75

.ss .va 2.72 posals). PGE wants to add at least 375 to
.72 .65 .76 280 600 megawatts of renewables and

.80 2.95 "nonemitting" capacity. In July, OPUC
acknowledged PGE's submitted shortlist of
bide m the pending RFC The proposals
provide various combinations of wind,

.3825 385 385 1.50 solar, and battery storage options that in-

.385 .sas 4075 155 elude power purchase agreements al088
go

.43 .4525 .4525 remains for contracts to be executed with
Exd.

Od. re rveslmenl plan available. T (E) Nelorlgnal cosl.Rale allowed
on common equity In 22: 95%. Regulatory

(C) Ind. deferred charges. In '21 $633 mill.. Climate: Average.
Inc. All rights reserved. Faclunl malarial Is obralrad from sources baleved lo be violable and Is prodded wiI10ut nanunllas or an kkrd.

OR OMISSIONS HEREIN. Telscrublcalbn Is slrletly for subscrlbefs ow n, narvcommerdal, lnla1\al.usa o part
or use for gererallng or markeilng any prlnled or oloclrodc pmbllosllon. service or product.
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1 .87
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20.32
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I
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Avglndst
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2025.27 |  . - n !"
Ann'ITota1 'o

Prise Gain Rel um
1119: 9 0 ( 4 3 5 % l 12%
Lo i s (N i l 4 %

i n s t i tu t i o n a l  D e c i s i o n s
102021 many zone

228 pa 343
U r 643041 657082 662365

2 0 0 7  2 0 0 8  2 0 0 9 2 0 1 0

1024 20.12 22.01 1921 20.70

4.01 422 4.48 4.43 4.51

2.10 2.28 2.25 2.a2 2,36

1.54 1.60 1.80 1.73 1.ao

.0 .65 5.10 5.70 4.85

15.24 16.23 17.08 18.15 19.21

74 .27 783.10 777.19 819.65

16.2 16.0 16.1 13.5 .9

.87 .ss .97 .90 .95

4.6% 4.4% 4.8% 5.5% 5.1%

CAPITAL STRUCTURE as of g/30/22
Total Debt $55066 mill. Due In 5 Yrs $15427 mill.
LT Debi $50427 mill. LT Interes t $1754 m ll
Incl. $215 mln. finance leases
(LT Interest named: S.3x)
Lenses, Unoapitallzed Annual rentals $307 mill.
Penslon Asse1s12/21 $17225 mill.

obrlg $16382 milL
pro Stock $242 mill. Pfd Div'd $16 mill.
Incl. 10 mill. she. 5.83% cum. pfd. ($25 stated
value); 475,115 shs. 4.2%6.44% cm. pid. ($100

parl
Common Stock 1.088,672,828 shs.
MARKET CAP: $71.3 bll l lon Large Cap)

ELECTRIC OPERATING s rATrs rrcs
2019 2020

-8.5 .5 .3
2947 N A
6.03 N A

41940 N A
34209 N A

60 .3 N A
8 .9 +1.3

2021
+2 .0

N A
N A
N A
N A
N A

+1 .5

I  1

Pas t
10 Yrs.

4 .0%
3 .0 %
8 .5 %
3.0%

FmsdCra Cw.(%}

ANNUAL RATES
01 change (push)
Revenues
"Cash Flaw"
Eamlngs
DMdends
Book Va l le

281 270 275

Pas t Es l 'd  '19 '21
6 yrs. w '25'27

5 % 6.0%
4.5% 5.0%
5.0% 6.5%
3.5% 3.5%
2.5% 3.5%

.  I

2 0 1 2 2 0 1 7  2 0 1 8

19.06 19.26 20.34 19.18 20.09 22.86 22.73 20.34

5.18 5.27 5.28 5.47 5.69 8.84 6.41 8.33

2.67 2.70 2.77 2.84 2.83 3.21 3.00 3.17

1.94 2.01 2.00 2.15 2.22 2.30 2.38 2.46

6.16 0.50 6.22 7. 7.37 7.74 7.17
21 .43 21 .88 22.50 25.00 23.98 23.92 2s.11

867.77 887.09 0 .72 990.39 1007.6 10sa.a
17.0 16.2 16.0 15.8 17.0 15.5 15.1 17.6
1.08 .91 .84 .80 .93 .78 .82 .94
4.3% 4.6% 4.7% 4.8% 4.4% 4.6% 5.3% 4.4%

16537 17087 18457 17488 19896 23031 20495 21419
2415.0 2400.0 2667.0 2647.0 2757.0 0269.0 3096.0 3354.0
35.8% 34.8% 33.8% 33.4% 28.5% 252% 21.3% 15.9%
9.4% 11.6% 13.9% 13.2% 11.0% 7.6% 6.8% 8.0%

49.9% 51.5% 49.5% 52.8% 61.5% 84.6% 62.0% 00.1%
47.3% 45.8% 47.3% 44.0% 35.7% 35.0% 37.6% 39.5%
38053 41483 42142 40788 69359 68953 06750 89594
48380 51208 54866 61114 78448 79872 80797 83080
7.3% 6.8% 7.1% 6.6% 4.9% 5.9% 5.9% 6.0%

12.5% 12.1% 12.1% 12.0% 10.3% 13.3% 12.4% 12.1%
12.8% 12.5% 12.5% 12.6% 11.0% 13.4% 12.5% 12.1%
3.6% 8.2% 8.2% 3.1% 2.5% 3.9% 2.6% 2.8%
73% 75% 75% 76% 78% 72% 79% 77%

BUSINESS: The Southsm Company. through its srbsicllatios. sup
piles electricity to 4.4 mill. customers In GA, AL, and MS. Also has a
enmpotitivo generation business. Aodd AGL Resource (renamed
Southern Company Gas. 4.4 mill. customers in GA, NJ, IL VA, &
TN) ma. Sold Gul Power 1/19. Electrlc revenue breakdown:
residential, 37%, commercial. 30%; indislrial, 19%; other. 14%.

S ha r e s o f  S o u t h e r n C o mp a n y  h a v e
declined significantly m value since
our August report, along with many of
its peers in the utilities industry. Al
t ho ug h u t i l i t y stocks ha ve fa r o ut -
performed the broader market averages
this year, due to rising interest rates, it
has been the worst-performing sector of
the S&P 600 over the past month. How-
ever, Southern shares are outpacing their
peers, as the company is up 5.5%, while
the S&P Utility index is down nearly 2%

Cal
endar

2019
2020
2021

QUARTERLY REVENUES001.1
Man31 .1un.a0 s .ao  Dec.31

5412 5098 4914
6018 4620 5117
5910 5198 5757

Full
Year

21410
20075
23118

|endaf

2019
2020
21121

EARNINGS pea SHARE A
Mar.31  Jun .30  Se  .ao  Dec.31

.75 .85 1.25 .32
.B1 .75 1.18 .51

1.09 .67 L a .44

3.17
3 2 5
3.42

I

26600 The company delivered solid financial
results in the fiscal third quarter

Year Southern
a penny

Management ex-
earnings to reach

range of $8.50 to $3.60,
due to its solid firsthalf performance.
Higher retail pricing and increased usage
of utilities were the main drivers in the
period. Retail sales grew 1.8% year over
year and Southern Company added 11,000

2.54 electric and 8,000 gas customers in the
252 quarter. Through the first three quarters

of 2022, job additions increased 170% and
return on common
d on avg. com. eq.,

mate GA AL Above

midFob.
,(25¢); 13 (8a¢); '14, (5942); 15, (25¢); Divd relnvas lmenl plan

(D) In m II. (E) Rate base: AL, Ms, lair value;

%TOT. RETURN 10/22
THIS VLARflH.

STOG( NDEX
1 yr. 9.2 1a.4
3 W. 17.0 85.8
6 yf. 55.0 4s.s

VALUE LIFE pun. LLC

19.29 24.30 24.85 Revenues persis 28.75

6.98 Zen 7.65 "Cash Fk>w"pereh 9.25

a.25 3.55 3.70 Eam lngs pas h A 4.76

2.54 2.70 2.78 Dlvd Decl 'dpers hB1 3.10

7.04 755 Z85 CapISpendlng pers is Z W

26.48 2 z0 5 20.00 Book Value s h  c 82.25

1080.0 w7o.o m uon s  u l s t 'g

17.9 a. sofa nos vg n at a s

.92 1.00 Vlluo Lina Relative PIE Ratio 8 0

4.4% 42% Avg Ann'IDlvdYIeld 4.0%

20375 23118 :s oon : a m Revenues($m1I1) 30850

a481.0 ae7o.0 3695 as75 Na! P10111 $m1 4000

14.3% 16.3% 15.0% 16.0% Income Tax Rate 15.0%

6.0% 7.7% 8.0% 0.0% AFUDC 9610 Not profit 0.0%

61.5% 64.0% 53.5% 64.0% LongTermDebtRa1Io 63.0%

38.1% 35.8% 36.0% 36.0% ComsnanE u Ra1lo 37.0%

73336 78285 00650 83500 TotalCap11aI($lnll) 93500

a7ea4 91108 95150 9s05_a Ne1 PIan1 $mII 110000

5.9% 5.8% 5.5% 5.5% RetumonTotalCap'1 6.5%

12.3% 13.0% 12.5% :i s  Re1urnonS1w.Equ l ty 14.5%

12.4% 13.1% 13.0% 13.0% ReturnonCom E u E 14.5%

2.0% a.1% 3.0% 3.5% Retalnedto Cam Eq 5.0%

78% 78% 78% 77% N lD lv'ds loNe lp ro l 67%

Generating sources: gas. 44%; coal, 20%; nuclear. 16%; other.
11%; purchased, 9%. Fuel cos ts : 29% of revenues . '21 reported
dsprec. rates  (ulll ly): 2.7%3.6%. Has  27,300 employees . Chalr
man, Preskienl and CEO: Thomas A. Faining. Inc.: Delaware. Ad
dress : 30 Ivan Allen Jr. Blvd.. N.W., Atlanta. Georgia 30(a08. Tel.:
4046060747. Internet: www.southemcompany.com.

b u s i n e s s i n v e s t m e n t s g r e w 2 3 7 % c a m -

pared to 2021 levels.
The utility is making progress on add
ing units 8 and 4 at the site of the
Vogtle station. Management ex ects unit
3 to be placed into service by 8.8 end of
the first quarter of 2023 and unit 4 is es-
timated by the end or* next year. The
project will greatly help the transition
towards cleaner, more reliable energy and
being carbon-free, as well as provide divi-
dend and earnings growth moving for-
ward. Construction timing will greatly in-
fluence growth and project delays could
cause future full-year estimates to be
lowered.
These shares are ranked to mirror the
broader market avernries in the com
ing six to 12 months. e stock's Timeli-
ness rank was lowered one notch to 3
(Average). Capitalappreciation potential
over the next 18 months and 3 to 5 years
does not stand out compared to the indus-
try median. On the other hand, the shares
hold an Above Average (2) Safety rank,
and the dividend yield of 4.2% is above the
utility average of about 3.7%.
Zachary J Hodgkinson November 11,2022

<:on;£any's  Financial Strength A
Sta s  Price Stabil i ty 95
Price Grcwlh Pors ls tenca 4 5
Earnings  Predctabll l ly 96

To subscribe call 1800VALUELINE
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2022 6648 7206 8378 3768 26000 thi s  past year.
2023 6700 6700 7000 a2av

Cal Full (anded September 30th).
posted earnings of $1.31 a share,

ether than our estimate.
pects adjusted full-year

2022 .97 1.07 1.a1 10 3.55 the lugh end of  f i ts
2023 1.00 .85 1.35 .50 3.70
Cal QUARTERLY DNIDENDS PADBI Full

ender M831 Jun.30 s .ao Dec.31 Year
2018 .58 .60 .60 .60 2.38
2019 .60 .62 .62 .62 2.46
2020 .62 .64 .64 .64
2021 .64 .66 .66 .66
2022 .66 .68 .68

g o Dttuted EPS. Exd. norrrec. gain (losses): Dtvas  paid In early Mar., June, FL. GA,
, 16 . Sep t.,an e c . l

128¢1:'17.1$2.37% 18, (78¢): 19, $1.30;'20, av8i l .(C Incl .defd charges . tn21:
17¢ : '21, 54¢). Next eamlngs report due in

c 2022 Value one, lvz. All tights unsolved. Factual matoatat Is ohtahod tram
THE pu5LI5lEg IS NOT RESPONSIBLE FonAnv ERRORS OR oulssorts HEREW.
otitmay be replnduced.rssotd. stored or tluurf lltedhanyprintmteleetrorloorotlrer hm,

org. cos t. Allowed
9 (blended 12.5%; same

$19.88 /s h . '2  : 12 .8%. elgutatory Cli
Average; MS, L Average.

sames believed to be rellahlo and Is pr0vl4ed wllhotrt nanantles of "n kind.
resrzrwwIIon Is strlcly for subscribers own. narrcommerdal, Imam! uss. o pant

Or u tor genetatmg or markeirg any primed or etsctmric prbtlcslbn, sarvfce a product.
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4 .2 %

24.16 23.40 24.69 21.38
3.61 8.45 3.50 3.51
1.35 1.35 1.46 1.58
.aa .91 .94 1.00

0 .89 .
14.28 14.70 15.76

407.30 428.78 463.79 457.51 482.38
14.8 16.7 18.7 12.7 1 .1
.80 .89 .82 .86 .90

4.4% 4.0% 4.7% 5.1% 4.5%
CAPrrAL STRUCTURE as016/80/22
Total Debt $23992 M111. Due In s Yrs $4911 mill.
LT Debt $23205 mIII. LT Interest $809 mill.
incl. $73 mil. finance leases.
(T01al Inlerust Coverage: 2.9x)

Leases, Uncapitalized Annual rentals $69 mill.
PonslonAssets12/21 $3670 mill.

0bllg $3718 mln.
Pfd Stock None

I

revenue breakdown: residential. 3194; small comm'l a lndI 3S%;2.3

r
a  re ( |

38899 ,  SWIM
klfllal Load Fadni

Past
10 Yrs.

ANNUAL RATES
dchangefpershl

DNidel1ds
Book Value

I Year
GUARTERlY REVENUES13 al)

Mar.81 Jun.30 Se .ao Dec.31
3141 2577 3013 2798
2811 2586 3182 2947

11529
11626

Cal-
endar
2019
2020
2021
2022
2023
Cal

l

ssoo 3100
3875 3450 4000

EAHINGS PER SHAHE A
Mar.31 Jun.3D Se .30 Dec.31

1.012019
2020
2021
2022
2023

This highquality issue offers utility
C

.38 .405 .405 .405 1.80

ender
2018
2019
2020

.43

6¢) ans
loss) on discontinued ops.: '06, I /08 and Of.. Div'd reirwesimenl plan available. t on common equity (blended): 9.8%. Regulatory

20 EPS dont sum due to rounding.

Iyr.
Gyr.
5 yr.

2017 2021 2022 eVAI.UEUNE PUB.LLC 527
25.90 26.35 Revenues persis 28.50
Z75 Asa "Cash Flow" persis 1a0o
3.15 ass Eamlnga perch A 4.00
1.95 2.08 Dlv'dDecl'd persh°.i 2.60
9.65 0 ap pending persis 9.00

30.15 81.65 BookVeluaperxh ° axon
54Z00 5saoo CommonShs is g
8o1d am vgAnnlpiE 0 20.0

.83 ValuaLIue Relative PIE Ratlo 1.10
l AvgAnn'l Divd Ytetd 3.1%

11528 14175 14500 Revenues($mtlI) 18000
1720 1855 New protest $m111 2260
NMF NMF Income Tax Rate NMF
10% to% AFUDC%to Net profit

56.0% 58.0% LongTerm Debt hatto 58.0%
42.0% CommonE ul Ratio 42.0%

39150 41600 ToialcapltaI($mlII) 49200
aee44 48225 50475 NetpIant $M111 57000

5.5% 55% Return on TotaICap'1 5.5%
10.5% 10.5% Return on Shr.Equly 11.0%
105% 10.5% RetumoncomE uit E 11.0%
4.0% 4.0% Retalnedto Com Eq 4.0%
62% 52% AllDlv'dsto Netprd 62%

2019 2020 BUSINESS: Xcel Energy Inc. is the parent of Northern States
NA NA NA Power Company (NSP), which supplies electricity to MN. WI. ND. large comm'I & ind'l, 18%; other, 16%. Generating sources not
NA NA NA SD & MI & gas to MN, WI. no & MI: Public Service Company of available. Fuel costs: 43% of revenues. 21 reported deprave. vale:

i NA NA NA western Public Servlco Company (SPS). which supplies electricity Bob Frenzy. Inc.: MN. Address: 414 Nloolet Mall. Mlnnaapclts, MN
NA

At Xcel Energy, rate relief should con- Xcel has numerous renewable-ener
tinue to drive steady earnings gains. proposals up for review. The ColoraOY

wa5.'27 commission approved Xcel's resource plan,
t o which includes about 4,000 megawatts

son 60% co projects inclusion in the rate base, for (mw) of renewable (e.g,, wind and s o l a r )
. ° o w h i c h additions and the conversion of a major

plant from coal to natural gas. This is in
Full addition to the approved Minnesota Gan.

which adds 6,000 mw of renews les.
( r e q u e s t a r e  b e i n g

midpoint of Xcel's reaffirmed of filed and commission decisions on the finer
details are expected in the second half of

In the electricvehicle (EV)
arena, Xcel is making progress on its goal

Full to power 1.5 million EVs by 2030. It f iled
transportation plans in Minnesota and

sons for 6%-6.5% refit gains in 2023 and Wisconsin in the third quarter. The com-
beyond are basezf, on the same factors. party is looking to accelerate EV adoption

through the development of highspeed
3.15 ty subsidiaries as Xcel works with its reg- public charging infrastructure in partner

ship with its states.

has a stated earnings and dividend growth investors solid risk-adjusted 3- to 5-
year total returns. Its valuation is down
14% since our July report. The stock has
significant recovery potential to the mid-

.4575 .4575 point of our 18month Target Prico Range.
October 21, 2022

Nexteamlngs report due late October. A+
. 95

~11¢)i 90
100

Ccmpan s Financial Strength
Stock's Km Stabillly
Price Growth Persistence
Eamlngs Predlctablllty

To subscribe call 1800VALUELINE

20.76 21.92 21.72 21.90 22.46 22.44 21.98 21,4s 24.69
4.00 4.10 4.56 6.04 5.47 5.92 6.26 s.a1 7.08
1.85 1.91 2.10 221 2.a0 2.41 2.64 2.79 2.96
1.07 1.11 1.28 1.38 1.44 1.52 1.52 1.72 1.83
5.27 0:82 725 0.42 B5 7.70 8.0 7.80

18.19 19.21 20.89 21.73 22.56 23.78 2s.24 28.70
487.96 497.97 505.73 50754 507. 607.75 5 4.04 524.54 544.03

14.8 15. s. 16.5 18.5 20.2 18.9 22.8 28.9 22.5
.94 .84 .81 .97 1.02 1.02 1.19 1.23 1.23

3.9% 8.9% 3.0% 3.7% 8.8% 01% 3.8% 2.7% 2.6% 2.8% les
10125 10915 11688 11024 11107 11404 11537 11529 13431
905.2 948.2 1021.3 1063.6 1123.4 1171.0 1261.0 1372.0 1473.0 1597.0
032% 33.8% 33.9% 36.0% 34.1% 30.7% 12.0% 85% 6.5% .
10.8% 13.4% 12.5% 7.7% 7.8% 9.4% 12.4% 8.3% 10.7% 0.2% 5.0%
53.3% 53.3% 53.0% 54.1% 56.3% 55.9% 56.4% 568% 57.4% 58.2%
48.7% 46.7% 47.0% 45.9% 43.7% 44.1% 43.8% 482% 428% 41.8% 42.0%
19018 20477 21714 23092 25210 25975 20025 30646 a422.0 37391
mos 28122 28757 a1206 32842 34329 3948a 42950 45457 _
6.1% 13.0% 6.0% 5.8% 5.7% 5.8% 5.7% 5.6% 5.4% 5.3%

C0mm0l1Sf0Ck546,9913305h6. 10.2% 9.9% 10.0% 10.2% 10.3% 10A% 10.1%
as 017/21/22 10.2% 9.9% 10.0% 10.0% 10.2% 10.2% 10.3% 10.4% 10.1% 10.2%
m44nKErcApss2.snllllon(Largecap) 4.7% 4.5% 4.5% 4.3%. 4.0% ask. 4.3% 4.4% 4.2% 4.2%
ELECTRIC OPEHATING STATISTICS 54% 54% 55% 57% 81% 62% 58% 58% 58% 59%

2 0 2 1
18019 n w l s w 1 . 2 1 . 4 I
w m w I +
Lnr9eC8~IRevs. 14 5.96 5.78 6.60

20146 19665 19a48 Cok)rad0(psco),whlch supplies eledrlclty&gaslooo, &South 8.5%. Has 11,a00 employees. Chin: B91 Fowke. Pres. & CEO:

%CW@aCllsLa1naf siy r114 + 1 . 0 N A to TX and NM. Customers: 3.7 rnlfl. electric, 2.1 mill.gas. Electric 55401.Tel.:S124s80.5500.ln1eme1:www.xcelenergy.com.

Mac, ¢w.1%1 272 252 262

$33 Esid 1921 Upcoming price hikes will be largely due
Revenues 5% .5% 4.0% the approval of renewableenergy
"Cash Flow" 6.5% 7.5% 7.0%
Eamlngs 5.5% 8.0% 65% regulated utilit ies are allowed to

5.0% 5.0% 55% earn a specified return on equity (ROE).
The company is also effectively controlling
costs despite inflationary headwinds. Our
2022 earnings estimate remains at the RFPs fo r  p ro p o sa ls )

guidance
3541 3668 a4e7 sass 13431 $8.10$3.20 per share, given that f irst-half
3761 3424 14175 results were in line with expectations. next year.

3175 14500 (Entering this year our first-half share-net
estimate tally was $1.38; Xcel earned

ender Year $1.30 per share.) Meanwhile, our projec-
.61 .46 .55 2.64

83 Namely, growing the rate base at its ut111-
.70 .60 1.23 .62 .
,75 .65 1,30 ,65 3.35 ulatory commissions to bring about a

cal QUARTERLYDIVIDENDS pwn11 greenenergy future. Company leadership

'lgfl J 3830 Se3830 °38=1 150 objective of 6%-7% and a solid track record
that underscores its goal (see Annual
Rates box). Notably, a consistently solid

2021 .405 .43 .48 .875 ROE has been delivered during both good
2022 .4575 .4875 .4875 .4875 and d i f f i c ul t economic times. Anthony J. Glennon
A) Dlluled EPS. Excl. nonrecurring gain intangibles. In '21: $2738 mill.. $4.4?Jsh.
losses) 10, 5¢, 15, (16¢), '17, (B) Dlv'ds hisloncally paid midJan.. Apr., July, (D) In mil (E) Rate bass Varies. Rate allowed

¢;
10, 1¢. Shareholder Investment plan available. (C) Incl. Climate Average.

0 2022 Valle Une, Inc. All rights rssevwd. Factual maletlal Is ublahsd mm saurcos ballad lo be reliable and Is provided wllhwl wunanllas of my kind,
11E puBusHEn IS NOT RESPONSIBLE FOR ANY ERRORS OR omssxons HEREIN. Thslaubkalbn is sl fbl ly to; subs¢rlberS own. nan.commercial , lnlemal use. o pan
ol lmyboroprcduuod.lasokl , slow 01 tfansuMled in any pdnled, nlal roricorolherlorm, oru lorganelnlwgormarnstlng any pmiad or sloclrol lcpublcal lm, sarvlcooprodud.



EXHIBIT JAC-A

Changes to FOMC Targeted Federal Funds Rate, 2006-2022



Exhibit JACATucson Electric Power Company

Test Vear Ended December 31, 2021

Docket No. E01933A220107
Federal Reserve Monetary Policy

Changes to FOMC Targeted Federal Funds Rate

2006 . zozz
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2 0 2 2
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2.252.50

1.501 .15
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EXHIBIT JAC-B

10-Year Breakeven Inflation, Measured Over 1-Month and 3-Month Periods,

January-December, Years 2021 and 2022



Exhibit JACB
(Page 1 of 2)

Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E01933A220107

Analysis of Changes to Market-Based 10Year Breakeven Inflation
Measured in 1Month and 3Month increments over the period

January December, 2021
(Nominal Rate Real Rate = 10Yr Breakeven Inflation)

10Year Breakeven Inflation

Month
Jan21
Feb21
Mar21
Apr-21
May21
l un2 1
Jul21

10~Year
Real

1.00%
0.92%

0.66%
-0.71%
0.85%
0.82%
1.01%
1.07%
0.97%
0.95%

1.0565%
0.9932%

10Year
Nominal

1.08%
1.26%
1.61%

1.64%

1.62%
1.52%
1.32%
1.28%
1.37%
1.58%
1.56%

1.47%

Aug-21
Sep21
Oct21
Nov21
Dec21

10Year
Breakeven
Inflation

2.08%

2.18%

2.28%
2.35%
2.47%
2.34%
2.33%

2.35%

2.34%

2.54%

2.62%

2.46%

2.18%
2.27%
2.36%

2.39%

2.38%

2.34%

2.34%

2.41%
2.50%
2.54%

3Month Average (JanuaryMarch)
3Month Average (FebruaryApril)
3Month Average (MarchMay)
3Month Average (AprilJune)
3Month Average (MayJuly)

3Month Average (JuneAugust)
3Month Average (JulySeptember)
3-Month Average (AugustOctober)
3Month Average (Septembernovember)
3Month Average (OctoberDecember)

Source: https://www.treasurv.Eov/resourcecenter/datachartcenter/Interestrates/Pages/Textview.aspx?data=vield
https://www.treasury.eov/resourcecenter/datachartcenter/Interestrates/pages/Textview.aspx?data=realyield



Exhibit JACB
(Page 2 of 2)

Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E01933A220107

Analysis of Changes to Market-Based 10Year Breakeven Inflation
Measured in 1Month and 3Month increments over the period

January December, 2022
(Nominal Rate Real Rate = 10Yr Breakeven Inflation)

10year Breakeven Inflation

10Year
Real

M
1.06%
0.99%
0.69%
0.52%
0.72%
0.14%
0.21%
0.53%
0.53%
0.39%
1.14%
1.59%
1.52%
1.36%

10year
Breakeven
Inflation
2.62%
2.46%
2.45%
2.46%
2.85%
2.88%
2.69%
2.62%
2.36%
2.51%
2.38%
2.39%
2.37%
2.26%

10year
Nominal

M
1.56%
1.47%
1.76%
1.93%
2.13%
2.75%

2.90%
3.14%
2.90%
2.90%

3.52%
3.98%
3.89%
3.62%

Month
Nov21
Dec-21
Jan22
Feb22
Mar22
Apr22
May22
Jun22
Jul22
Aug22
Sep-22
Oct22
NOv22
Dec22

2.51%

2.46%

2.58%
2.73%
2.81%
2.73%
2.56%
2.50%
2.42%
2.43%
2.38%
2.34%

3Month Average (November January)

3Month Average (DecemberFebruary)
3Month Average (JanuaryMarch)
3Month Average (FebruaryApril)
3Month Average (MarchMay)
3Month Average (AprilJune)
3Month Average (MayJuly)
3Month Average (JuneAugust)
3Month Average (JulySeptember)
3Month Average (AugustOctober)
3Month Average (SeptemberNovember)
3Month Average(OctoberDecember)

Source: httos://www.treasury.gov/resourcecente r/datachartcenter/interestrates/Pages/TextView.aspx?data =yield
https://www.treasury.gov/resourcecenter/datachartcenter/Interestrates/Pages/TextView.aspx?data=realyield



SCHEDULES



Schedule JAC - 1
(Page 1 of 2)

Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E-01933A22-0107

RUCO PROPOSED
CAPITAL STRUCTURE & WEIGHTED AVERAGE COST OF CAPITAL

(Thousands of Dollars)

[E][B] [F][D][C]
RUCO Adjusted

Capital
Structure

Weighted
Cost

Capital
Ratio

Cost
Rate

Line

M

[A]
Company Proposed

End of Test Year
Capital Structure

RUCO
Adjustments

1

Description

ShortTerm Debt 0.00%0.00% 1.10%$ 15,000 $ (15,000) $

2 45.68% 1.75%3.82%$$ 2,128,3862,128,386 $LongTerm Debt

3 5.00%54.32% 9.20%$$ 2,531,209 $ 2,531,209Common Equity

4 TOTAL CAPITALIZATION 100.00% 6.74%$ 4,659,5954,674,595 $ (15,000) $

Company Schedule D1 (Page 1 of 2) Adjusted End of Test Year Capital Structure
[C] [A]
Company Schedule D1 (Pagel of 2) Company Proposed End of Test Period Capital Structure
Capital ratio based on values shown in Column [C].
Company Schedule D2 (Page 1 of 2), and RUCO Schedule JAC2.
[D] ¢ [E]

[A]
[B]
[Cl
[0]
[E]
[F]



Schedule JAC1

page 2 of 2

Tutor Electric Power Company

Test Year Ended December 31, 2021
Docket No. E01933A2240107

Tucson Electric Power Company
Cost of Capital Calculation

Fair Value Rate Base (FVRB),

Fair Value Rate of Return (FVROR) and

Cost Rate to be Assigned to the Falr Value Increment
RUCO Recommended

($ in thousands)

Calculation of RUCO Fair Value Rate Base (FVRB)

Rate Base Estimate

Weighted

Amount

Line

no. Amount Weighting

s50%

50%

3,502,489

6,642,627

s
$

s

1,751 ,244

3,321.314
5,072,558

1 Original Cost Rate Base (OCRB) RUCO Recommended

2 RUCO Reconstruction Cost New (RCND) Rate Base
Fair Value Rate Base (FVRB)

s 1,570,069

1

2
3

4

s
6 1 .45

Appreciation above OCRB

FV/OCRB Multiple

Calculation of RUCO Fair Value Rate of Return (FVROR)

PercentAmount
Weighted

Cost

Cost
RateCapital

s 0.00000%
1.20514%

3,4517/%

0.00%
31 .54%

37.51% 1.10%

3.82%
9.20%

$

1 .$99.849

1,902,640
3.502.489

ShortTerm Debt
LongTerm Debt

Common Equity
Capital Financing OCRB

0.00%30.95% 0.00%a .Falr Value Increment $ 1.570.069

4.66%100.00%Fair Value Rate of Return

7

8

9
10

11

12
13
14 s 5,072,558

Sources:

' Michlik Direct, Schedule JMM1

2 Michlik Direct, Schedule JMM1

3 RUCO recommends a 0.00% Fair Value Increment (FVI) cost rate.



Schedule JAC 2
Page 1 of 2

Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E01933A220107

Cost of Common Equity -- RUCO Recommended

Line

No. Model Cost of Equity

1 9.51%CAPM (at Proxy Debt Ratio)

2 8.88%Hamada CAPM (at CompanyProposed Debt Ratio)

3 9.21%DCF Model (Analyst Growth)

9.20%4 Cost of Equity (Average)

5 8.88% 9.51%Range

Line 1:
Line 2:
Line 3:
Line 4:
Line 5:

Schedule JAC4 (Page 4) Hamada Risk Adjustment
Schedule JAC4 (Page 4) Hamada Risk Adjustment
Schedule JAC-3 (Page 2) Constant Growth DCF Results
Arithmetic Mean of Lines [1] [3]
High and Low estimates, Lines [1] [3]



Schedule JAC2
page 2 of z

Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E01933A-220107

Proxy Group Summary

Line
No. Ticker

Value Line
Safety Rank

Market Cap.

($millions)
Market

CategoryProxyCompany
Financial
Strength

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15

ALE
LNT
AEE
AEP
DUK
ETR
EVRG
IDA
NEE
NWE
OGE
OTTR
POR
SO
XEL

A
A
A

A+
A

B++
B++
A+

A+
B++
A
A

B++
A
A+

2
2
1
1
2
z
2
1
1
2
2
2
2
2
1

3,800
14,000
23,000
48,900
84,600
23,000
13,500

4,900
152,300

2,800
8,000
2,400
3,800

71,300
32,900

ALLETE, Inc.
Alliant Energy Corp.

Ameren Corporation
American Electric Power
Duke Energy Corp.
Entergy Corp.
Evergy, Inc.

IDACORP, Inc.
NextEra Energy, Inc.

NorthWestern Corporation
OGE Energy Corp.
Otter Tail Corporation
Portland General Electric Co.
Southern Company
Xcel Energy, Inc.

Mid Cap
Large Cap
Large Cap
Large Cap
Large Cap
Large Cap
Large Cap
Mid Cap
Large Cap
Mid Cap
Mid Cap
Mid Cap
Mid Cap
Large Cap
Large Cap

Source:
Value Line Investment Survey (assorted dates: October z1, 2022; November 11, 2022; and December 9, 2022).

Note: Ms. Bulkley employs the above 15 Company Proxy Group, and RUCO does the same for purposes of its analysis.



Schedule JAC 3
Page 1 of z

Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E01933A220107

RUCO PROXY GROUP _ CURRENT DIVIDEND YIELD

(E)(A)
Indicated

DPS

(B) (C) (D)
September 2022 November 2022

Hiqh Low Averaqe

Duke Energy Corp.
Entergy Corp.
Evergy, Inc.
IDACORP, Inc.
NextEra Energy, Inc.
NorthWestern Corporation
OGE Energy Corp.
Otter Tail Corporation
Portland General Electric Co.

Yield

4.52%
3.09%
2.78%
3.57%
4.12%
3.94%
3.91%
2.92%
2.11%
4.70%
4.38%
2.54%
3.82%
3.86%
2.90%

Ticker

ALE
LNT
AEE
AEP
DUK
ETR
EVRG
IDA
NEE
NWE
OGE
OTTR
POR
SO
XEL

$47.77
$47.19
$73.28
$80.30
$83.76
$94.94
$54.12
$93.53
$69.81
$48.68
$33.28
$52.60
$41 .58
$60.71
$56.89

$2.60
$1 .71
$2.36
$3.32
$4.02
$4.28
$2.45
$3.00
$1 .70
$2.52
$1 .66
$1 .55
$1 .81
$2.72
$1 .95

$57.57
$55.40
$84.82
$92.95
$97.51
$108.53
$62.63
$102.a7
$80.44
$53.59
$37.78
$65.03
$47.35
$70.52
$67.28

$67.36
$63.60
$96.36

$105.60
$111 .26
$122.11
$71.13
$112.20
$91 .06
$58.50
$42.28
$77.46
$53.12
$80.32
$77.66

Line
Proxy Group Companies

1 ALLETE, Inc.
2 Alliant Energy Corp.
3 Ameren Corporation
4 American Electric Power
5
6
7
8
g

10
11
12
13
14 Southern Company
15 Xcel Energy, Inc.

IG 3.54%Sample Average

References:
Column (A) Value Line Investment Survey (assorted dates: October 21, 2022, November 11, 2022, and December 9, 2022).

(Reflects annualization of most recent quarterly dividend)

Columns (B), (C), and (D) Yahoo Finance

htto://finance.vahoo.com



Schedule JAC 3
Page 2 of 2

Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E01933A220107

(F)

DCF
Rates

Average
DPS

GrowthTicker

RUCO ... DCF ANALYSIS
(8) (C) (D)

5Yr Compound Annual
Dividend per Share Growth
Hlsloric Projected

12017.2021) (20222026)
Une
M

(A)
Current

Dividend
Yield

I 0,/ PM

(E)
Expected
Dividend

Yleld
l D1 I PMProxy Group Companies

4.5%
3.1%
2.8%
3.6%
4.1%
3.9%
3.9%
2.9%
2.1%
4.7%
4.4%
2.5%
3.8%
3.9%
2.9%

4.0%
6.5%
4.0%
6.0%
3.5%
2.0%
NIA

7.0%
12.0%
5.5%
8.5%
4.0%
6.0%
3.5%
6.0%

8.4%
9.4%
8.4%
9.7%
6.9%
7.5%
11 .0%
9.8%

13.2%
8.5%

10.3%
8. 1 %
9.9%
7.4%
9.2%

ALE
LNT
AEE
AEP
DUK
ETR
EVRG
IDA
NEE
NWE
OGE
OTTR
POR
SO
XEL

3.5%
6.0%
7.0%
6.0%
2.0%
5.0%
7.0%
6.5%
10.0%
2.0%
3.0%
7.0%
6.0%
3.5%
6.5%

4.60%
3.18%
2.86%
3.68%
4.18%
4.01%
4.05%
3.01 %
2.23%
4.79%
4.51 %
2.61 %
3.94%
3.92%
2.99%

3.8%
6.3%
5.5%
6.0%
2.8%
3.5%
7.0%
6.8%

11.0%
3.8%
5.8%
5.5%
6.0%
3.5%
6.3%

1 ALLETE, Inc.
2 Alliant Energy Corp.
3 Ameren Corporation
4 American Electric Power
5 Duke Energy Corp.
6 Energy Corp.
7 Evergy, Inc.
8 IDACORP. Inc.
9 NexlEra Energy, Inc.
10 NorthWestern Corporation
11 OGE Energy Corp.
12 Otter Tail Corporation
13 Portland General Electric Co.
14 Southern Company
15 Xcel Energy, Inc.

3.54%16 Mean 354%5.55%5.40% 9.19%5.61%

3.92%6.00%5.75%3.82% 9.24%17 Median 5.75%

9.21 %18 Average of Mean and Median

References:
Column [A] : Schedule JAC 3. Page 1.
Column [B] : Value Line Investment Survey (assorted dates: October 21, 2022; November 11. 2022. and December 9, 2022).
Column [C] 1 Value Line Investment Survey (assorted dates: October 21, 2022: November 11, 2022, and December 9, 2022).
Column [D] z ([B] + [CD / 2.
Column [E] : Column [A] (1 + (Column [D] (0.5)))
Column [F] : [D] + [E]
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CAPITAL ASSET PRICING MODEL
RUCO PROXY GROUP . CAPM EQUITY COST RATES

IB] [El
CAPM

BETA
Line
M Ticker

ALE
LNT
AEE
AEP
DUK
ETR
EVRG
IDA
NEE
NWE
OGE
OTTR
POR
SO
XEL

1
2
3
4
5
e
7
8
9
10
11
12
13
14
15

[ q
Risk

Premium
6.33%
6.33%
6.33%
6.33%
6.33%
6.33%
6.33%
6.33%
6.33%
6.33%
6.33%
6.33%
6.33%
6.33%
6.33%

[D]
Beta x

Risk Premium
5.70%
5.38%
5.38%
4.75%
5.38%
6.01 °/>
5.70%
5.06%
5.70%
5.70%
6.33%
5.38%
5.38%
6.01%
5.06%

0.90
0.85
0.85
0.75
0.85
0.95
0.90
0.80
0.90
0.90
1 .00
0.85
0.85
0.95
0.80

[A]
Risk Free

3.98%
3.98%
3.98%
3.98%
3.98%
3.98%
3.98%
3.98%
3.98%
3.98%
3.98%
3.98%
3.98%
3.98%
3.98%

Rates
9.68%
9.37%
9.37%
8.73%
9.37%
10.00%
9.68%
9.05%
9.68%
9.65%
10.32%
9.37%
9.37%
10.00%
9.05%

Proxy Group Com panies
ALLETE. Inc.
Alliant Energy Corp.
Ameren Corporation
American Electric Power
Duke Energy Corp.
Entergy Corp,
Evergy, Inc.
IDACORP, Inc.
NextEra Energy, Inc.
NorthWester Corporation
OGE Energy Corp.
Otter Tail Corporation
Portland General Electric Co.
Southern Company
Xcel Energy, Inc.

0.8716 Mean

17 Median 9.37%

18 9,44%Average of Mean and Median

Computation of RUCO Risk Free (RF) Rate

30Year
Treasury Yield

20Year
Treasury Yield

Average
LongTerm

Treasury Yield
Month and Year

September, 2022
October, 2022
November, 2022

3.56%
4.04%
4 .0 0 %
3.87%

19
20
21
22

3.69%
4.16%
4 .1 1 %
3.98%

3.82%
4.28%
4 .22%
4.10%3Month Average

23 3.98%RUCO RlskFree Rate

REFERENCES
Column [A]: United States Treasury Department Attachment 2
httus://www.treasurv.Rov/resuurcecenter/datachartcenter/interestrates/panes/TextView.asnx?data=vieldvear&vear=2022

Column [B]: Value Line Investment Survey (assorted dates: October 21. 2022, November 11. 2022. and December 9. 2022) See Attachment 1
Column [C]: JAC 4 (Page 3 of 3)
Column [D]: [B] [C]
Column [E]: [A] + [D]
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STANDARD & POORS 500 COMPOSITE
20YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

[A] [C] [D][B] [E]
RISK

PREMIUMEPS ROE
20YEAR
T-BONDBVPS

Line

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

$12.33
$14.86
$14.82
$15.36
$12.64
$14,03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21 .73
$16.29
$18.86
$21 .89
$30.60
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.70
$27.59
$48.73
$58.55
$69.93
$81 .51
$66.18
$14.88
$50.97
$77.35
$86.95
$86.51
$100.20
$102.31
$86.53
$94.55
$109.88
$132.39
$139.47
$94.13

$197.87 $79.07
$85.35
$94.27

$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$13407
$141.32
$147.26
$153.01
$158.85
$149.74
$180,88
$193.06
$216.51
$237.08
$249.52
$266.40
$29068
$325.80
$338.37
$321 .72
$367.17
$414.75
$453.06
$504.39
$529.59
$451 .37
$513.58
$579.14
$613.14
$666.97
$715.84
$726.96
$740.29
$768.98
$807.04
$841 .26
$89265
$908.86
$974.88

7.10%
7.69%
5.09%
2.95%
-2.11%
1.a5%
2.16%
0.55%
2.51 %
5.50%
8.28%
7.04%
6.28%
2.23%
4.96%
6.07%
9.78%
8.98%
10.90%
9.69%
8.79%
11.72%
9.72%
1.91 %
2.77%
9.35%
9.96%
11.43%
12.35%
7.94%
1 .42%
7.09%
9.91 %
10.77%
11.06%
11.61 %
10.77%
924%
10.23%
11 .29%
12.95%
13.69%
9.03%
18.87%
7.69%

7.90%
8.86%
9.97%
11.55%
13.50%
10.38%
11.74%
11.25%
8.98%
7.92%
8.97%
8.81 %
8.19%
a.22%
7.26%
7.17%
6.59%
7.60%
6.18%
6.64%
5.83%
5.57%
6.50%
5.53%
5.59%
4.80%
5.02%
4.69%
4.68%
4.86%
4.45%
3.47%
4.25%
3.82%
2.46%
2.88%
3.41 %
2.55%
2.30%
2.65%
3.11%
2.40%
1 .42%
2.14%
6.18%

15.00%
16.55%
15.06%
14.50%
11.39%
12.23%
13.90%
11.80%
11.49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.22%
13.24%
16.37%
16.58%
17.08%
16.33%
14.62%
17.29%
16.22%
7.44%
8.36%
14.15%
14.98%
16.12%
17.03%
12.80%
3.03%
10.56%
14.16%
14.59%
13.52%
14.49%
14.18%
11.79%
12.53%
13.94%
16.06%
16.09%
10.45%
21 .01%
13.88%

Year
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

Average

[Ali
[B11

101:
ID:
[Eli

Diluted earnings per share on the S&P 500 Composite Index.
Book value per share on the S&P 500 Composite Index.
Average of current and prior year [B] 1 current year [A}.
Annual income returns on 20year U.S. Treasury bonds.
[C] [D]
Sources for [A] and [B]:
Standard & Poor's 500 Earnings and Book Value Per Share:
hnus://vchans.com/indicatom/renons/sn 500eaminzs
htt s charts.com/Indicators/saridp 500 book value her share
Source for [D]: Morningstar 2015 Classic Yearbook (Table A7) and
u.s. Department of the Treasury
httos;//www.treasury.eov/Paees/default.aspx
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Market Risk Premium used in RUCOs CAPM Analysis

Based on the Differential of Arithmetic and Geometric Total Returns on Large Cap Stocks and
LongTerm Government Bonds, measured over the period 19262021,

and actual Annual Returns on Equity of the S&P 500 compared to actual Annual Income Returns
on 20Yr U.S. Treasury Bonds, 19782020

[C][B] [D] [E][Al
LongTerm Government Bonds, as measured over the period 19262021

3FactorS&P 500 LT Gov t Bonds
Line
no.

Risk Premium
2Factor1Factor

1 6.0% 6.3%12.3% 6.3% 6.3%Arithmetic Mean

5.5% 5.0%Geometric Mean 5.0%10.5%2 5.0%

5.65%3 5.65%Average Arithmetic & Geometric Mean

4 7.69% 7.69%Risk Premium ScheduleJAC4 (Page 2 of 4)

s 6.67%Average 2 Risk Premier

6 6.33%Simple Average 3 Risk Premia

Column [A]:
Column [B]:

Line1:

Line 2:

Line 3:

Line 4:

Line 5:

Line 6:

Reference:
Arithmetic and Geometric Total Returns on LargeCap Stocks, 19262021 (Source:KROLL2022 SBBI Yearbook, p. 58)
Arithmetic and GeometricTotal Returns on LongTerm Government Bonds,19262022 (Source: KROLL 2022 SBBI Yearbook,p. 58)

[A] IB] = [C]

[Al [Bl = [Cl
([C] Line 1 [C] Line 2)/2
Schedule JAC4 (Page 2 of 2), Line 45
(ICI Line 3 + [D] Line 4)/2

([D] Line 1 + [D] Line 2 + [D] Line 4)/3
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Hamada Risk Adjustment
Applied to Tucson Electric Power

Based on Debt and Equity Ratios of RUCO's Proxy Companies
as Reported by Value Line

(Equity Risk Premium of 6.33%; RF rate based on average 20 and 30year Treasury Yield)

Unlevering Beta

Proxy Debt Ratio
Proxy Equity Ratio
Debt/ Equity Ratio
Tax Rate
Equity Risk Premium
Riskfree Rate
Proxy Group Beta
Unlevered Beta

52.89%
47.11%

112.25%
24.91%
6.33%
3.98%
0.87
0.47

[11
[21
[3]
[4]
[5]
[6]
[7]
[81

[12][9] [10] [11]

Relevered Betas and Cost of Equity Estimates

Costof
Equity
6,99%
7.55%
7.95%
8.49%

Debt
Ratio
0%
20%
30%
40%

8.88%
9.24%

D / E
Ratio
0.00%

25.00%
42.86%
66.67%

84.09%
100.00%

112.25%
122.22%
150.00%

Levered
Beta

0.474
0.563
0.626
0.711

0.773
0.830

0.873
0.909
1.008

9.74%
10.36%

45.68%
50%

52.89%

55%
60%

[1] Proxy Debt Ratio
[2] Proxy Equity Ratio

[3] : [1] / [2]
[4] Tax Rate (as provided by RUCO Witness Michlik 21.00% Federal tax + 3.9113% AZ tax)

[5] Equity Risk Premium from Schedule JAC4 (Page 3 of 3)
[6] Risk Free Rate from Schedule JAC4 (Page 1 of 3)
[7] Average Proxy Group Beta from Schedule JAC4 (Page 1 of 3)

[8] = [7] / (1 + (1 l4]) * [3])
[9] Various debt ratios for modeling

[10] = [9] / (1 [91)
[11] : [8] * (1 + (1 . I4I) * [10l)
[12] = [6] + [11] * [5]
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ECONOMIC INDICATORS

Real GDP
Growth

lndustdal

Production
Gromdh

Producer
PdcelndexYear

Consumer
Pdcelndex

Line
M

6.6%
3.7%
6.9%
9.2%
12.8%
11.8%
7.1%
3.6%

7.0%
4.8%
6.8%
9.0%
13.3%
12.4%
8.9%
3.8%

-1 .1 %
5.4%
5.5%
5.0%
2.8%
0.2%
1.8%
2.1%

1
2
3
4
5
6
7
8

1975
1976
1977
1978
1979
1980
1981

1982

9
10
11
12
13
14
15
16
17

1983
1984
1985
1986
1987
1988
1989
1990
1991

4.0%
6.8%
3.7%
3.1%
2.9%
3.8%
3.5%
1.8%
0.5%

3.8%
3.9%
3.8%
1.1%
4.4%
4.4%
4.6%
6.1%
3.1%

0.6%
1.7%
1.8%
2.3%
2.2%
4.0%
4.9%
5.7%
-0.1%

18
19
20
21
22
23
24
25
26
27

3.0%
2.7%
4.0%
3.7%
4.5%
4.5%
4.2%
3.7%
4.1%
1.1%

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1.6%
2.7%
3.4%
1.6%

1.6%
0.2%
1.7%
2.3%
2.8%
-1 .2%
0.0%
2.9%
3.6%
-1 .6%

28
29
30
31
32
33
34
35

1.2%
4.0%
4.2%
5.4%
1.1%
6.2%
0.9%
4.3%

2.4%
1.9%
3.3%
3.4%
2.5%
4.1%
0.1%
2.7%

1.8%
2.8%
3.8%
3.3%
2.7%
1.8%
0.1%
2.5%

2002
2003
2004
2005
2006
2007
2008
2009

4.7%
6.9%
1.6%
0.8%
1.2%
4.3%

-1 .4%
3.3%
3.4%
0.4%
1 .5%

10.6%

1.5%
3.0%
1.7%
1.5%
0.8%
0.7%
2.1%
2.1%
1.9%
2.3%
1.4%
7.0%

36
37
38
39
40
41
42
43
44
45
46
47

Unemploy-
ment
_'EEE

1975 - 1982 Cycle
-8.9% 8.5%
10.8% 7.7%
5.9% 7.0%
5.7% 6.0%
4.4% 5.8%
-1 .9% 7.0%
1.9% 7.5%
-4.4% 9.5%

1983 1991 Cycle
3.7% 9.5%
9.3% 7.5%
1.7% 7.2%
0.9% 7.0%
4.9% 6.2%
4.5% 5.5%
1.8% 5.3%
-0.2% 5.6%
-2.0% 6.8%

1992 2001 Cycle
3.1 % 7.5%
3.4% 6.9%
5.5% 6.1 %
4.8% 5.6%
4.3% 5.4%
7.3% 4.9%
5.8% 4.5%
4.5% 4.2%
4.0% 4.0%
-3.4% 4.7%

2002 _ 2009 Cycle
0.2% 5.8%
1.2% 6.0%
2.3% 5.5%
3.2% 5.1 %
2.2% 4.6%
2.5% 4.6%
-3.5% 5.8%
-11 .5% 9.3%

Current Cycle
5.5% 9.6%
3.1% 8.9%
3.0% 8.1 %
2.0% 7.4%
3.0% 6.2%
-1 .4% 5.3%
-2.2% 4.9%
1.3% 4.4%
3.2% 3.9%
-0.8% 3.7%
-7.2% 8.1 %
5.6% 5.3%

Economic Indicators, various issues.

2010 2.6%
2011 1.5%
2012 2.3%
2013 1.8%
2014 2.3%
2015 2.7%
2016 1.7%
2017 2.3%
2018 2.9%
2019 2.3%
2020 -3.4%
2021 5.7%

Source: Council of Economic Advisors,
https1//www.izovinfo.eov/aon/collection/econi/2022
Note: Annual measures of Real GDP growth, Industrial Production growth, and the Producer Price Index

for year 2021 are preliminary.
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ECONOMIC INDICATORS

Unemploy
ment
Rate

Producer
Price Index

Real
GDP'

Growth

Industrial
Production

Growth
Consumer
Prlce Index

2.4%
3.2%
2.0%
2.5%

5.3%
0.3%
1 .4%
4.0%

11 .6%
12.9%
9.3%
4.5°/0

8.1%
9.3%
9.6%
10.0%

0.4%
9.2%
0.8%
8.8%

2.7%
6.5%
6.9%
6.2%

1 .6%
3.9%
2.8%
2.8%

9.7%
9.7%
9.6%
9.6%

6.5%
2,4°/>
4.0%
9.2%

0.9%
1 .2%
2.8%
2.8%

5.4%
3.6%
3.3%
4.0%

9.0%
9.0%
9.1 %
8.7%

9.6%
3.6%
6.4%
1 .2°/o

1 .5%
2.9%
0.8%
4.6%

4.8%
3.2%
2.4%
0.4%

8.3%
8.2%
8.1%
7.8%

2.0%
2.8%
9.6%
3.6%

2.3%
1.6%
2.5%
0.1%

4.5%
4.7%
3.4%
2.8%

3.2%
0.0%
4.0%
0.0%

7.7%
7.6%
7.3%
7.0%

1 .9%
1 .1 %
3.0%
3.8%

2.5%
2.0%
2.6%
3.3%

12%
2.4%
0.0%
0.3%

2.0%
1 .2%
1.6%
1.2%

0.3%
0.2%
0.0%
0.8%

6.6%
6.2%
6.1 %
5.7%

1.6%
3.6%
0.0%
2.8%

1 .2%
4.0%
5.0%
2.3%

3.2%
4.2%
4.7%
4.5%

2.3%
1 .2%
-1 .8%
0.9%

0.2%
0.6%
0.0%
0.2%

5.6%
5.4%
5.2%
5.0%

3.5%
1 .5%
1 .1°/>
0.8%

3.2%
2.7%
1 .6%
0.5%

2.7%
2.2%
1 .5%
0.9%

1.1%
1.0%
1,1%
1.8%

1 .7%
1 .3%
12%
0.1 %

1 .5%
2.3%
1 .9%
1 .8%

4.9%
4.9%
4.9%
4.7%

3.7%
3.1 %
2.9%
3.6%

0.6%
2.2%
1.6%
3.5%

4.7%
4.3%
4.3%
4.1%

2.5%
t.9%
1.9%
2,1%

1 .8%
3.0%
2.8%
2.3%

3.2%
3.9%
3.9%
2.5%

3.5%
3.3%
4.9%
3.9%

1.7%
2.3%
1.3%
1.0%

4.1%
3.9%
3.8%
3.8%

2.2%
4.2%
3.4%
2.2%

3.9%
3.6%
3.6%
3.5%

2.9%
1.1%
0.2%
0.7%

0.2%
0.2%
0.2%
0.2%

2.4%
3.2%
2.8%
1 .9%

0.8%
0.8%
0.1 %
0.2%

0.2%
3.8%
1 .6%
0.6%

3.8%
13.1%
8.8%
6.8%

1.9%
1 s.0%
6.7%
4.2%

5.1 %
31 .2%
33.8%
4.5%

0.1%
0.1%
0.4%
0.2%

0.4%
0.7%
0.4%
0.7%

6.3%
6.7%
2.3%
6.9%

1.6%
14.2%
4.9%
4.5%

6.2%
5.9%
5.1%
4.2%

3.9%
11.3%
12.7%
14.2%

0.9%
0.9%
0.2%

3.8%
3.6%
3.6%

4.9%
4.5%
4.2%

1 .6%
0.6%
2.9%

14.6%
16.9%
12.7%

Line
.N2
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70

Year
2009

1st Qtr.
2nd Qtr.
3rd Qtr.
4m Qtr,
2010

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2011

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2012

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2013

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2014

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2015

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr,
2016

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2017

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2018

1st Qtr.
2nd Qtr,
3rd Qtr.
4th Qtr.
2019

1st Qtr.
2nd Qtr.
3rd Qtr.
4m Qtr.
2020

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2021

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2022

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

GDP=Gross Domestic Product
Source: Council of Economic Advisors. Economic Indicators, various issues.
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Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E01933A-22-0107

INTEREST RATES

Utility
Bonds

A

Utility
Bonds

Aaa

US Treasury
T Bonds
10 Year

Utility
Bonds

Aa

US Treasury
T Bills

3 Month

Utility
Bonds

Baa
Prime
Rate

Line

M
9.03%
8.63%
8. 19%
8.87%
9.86°/o

12.30%
14.64%
14.22%
12.52°/,
12.72%
11 .68%
8.92%
9.52%
10.05%
9.32%
9.45%
8.85%
8. 19%
7.29%
8.07%
7.68%
7.48%
7.43%
6.77%
7.21 %
7.88%
7.47%

[1]

1
2
3
4
5
6
7
8
g
to
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47

Year
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

10.96%
9.82%
9.06%
9.62%
10.96%
13.95%
16.60%
16.45%
14.20%
14.53%
12.96%
10.00%
10.53%
11 .00%
9.97%
10.06%
9.55%
8.86%
7.91 %
8.63%
8.29%
8.16%
7.95%
7.26%
7.88%
8.36%
8.02%
8.02%
6.84%
6.40%
5.93%
6.32%
6.33%
7.25%
7.06%
5.96%
5.57%
4.86%
4.98%
4.80%
5.03%
4.68%
4.38%
4.67%
4. 19%
3.39%
3.36%

5.84%
4.99%
5.27%
7.22%

10.04%
11.51%
14.03%
10.69%
8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51%
5.42%
3.45%
3.02%
4.29%
5.51%
5.02%
5.07%
4.81%
4.66%
5.85%
3.44%
1.62%
1.01%
1.38%
3.16%
4.73%
4.41%
1.48%
0.16%
0.14%
0.06%
0.09%
0.06%
0.03%
0.06%
0.33%
0.94%
1.94%
2.09%
0.37%
0.05%

10.09%
9.29%
8.61 %
9.29%
10.49%
13.34%
15.95%
15.86%
13.66%
14.03%
12.47%
9.58%

10. 10%
10.49%
9.77%
9.86%
9.36%
8.69%
7.59%
8.31 %
7.89%
7.75%
7.60%
7.04%
7.62%
8.24%
7.78%
7.37%
6.58%
6. 16%
5.55%
6.07%
6.07%
6.53%
6.04%
5.46%
5.04%
4. 13%
4.47%
4.28%
4. 12%
3.93%
4.00%
4.25%
3.77%
3.02%
3.11%

7.99%
7.61%
7.42%
8.41%
9.43%
11.43%
13.92%
13.01%
11.10%
12.46%
10.62%
7.67%
8.39%
8.85%
8.49%
8.55%
7.86%
7.01%
5.87%
7.09%
6.57%
6.44%
6.35%
5.26°/o
5.65%
6.03%
5.02%
4.61%
4.01%
4.27%
4.29%
4.80%
4.63%
3.66%
3.26%
3.22%
2.78%
1.80%
2.35%
2.54%
2.14%
1.84%
2.33%
2.91%
2.14%
0.89%
1.44%

9.44%
8.92%
8.43%
9.10%
10.22%
13.00%
15.30%
14.79%
12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%
8.55%
7.44%
8.21%
7.77%
7.57%
7.54%
6.91%
7.51%
8.06%
7.59%
7.19%
6.40%
6.04%
5.44%
5.84%
5.94%
6.18%
5.75%
5.24%
4.78%
3.83%
4.24%
4.19%
4.00%
3.73%
3.82%
4.09%
3.61%
2.79%
2.97%

7.86%
6.84%
6.83%
9.06%

12.67%
15.27%
18.89%
14.86%
10.79%
12.04%
9.93%
8.33%
8.21%
9.32%
10.87%
10.01 %
8.46%
6.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91%
4.67%
4.12%
4.34%
6.19%
7.96%
8.05%
5.09%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.27%
3.51%
4.13%
4.96%
5.25%
3.50%
3.25%

[1] Note: Moody's has not published Aaa utility bond yields since 2001 .

Sources: Council of Economic Advisors, Economic Indicators, Mergent Bond Record, Federal
Reserve Bulletin, various issues.
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Tuenon Eleemc Pawev Company
Tis! Year Er\d.d Doeombar 31. 2021
Docket No. E01933A220107

INT EREST  RAT ES

US TreasureUS Tnasuw US Tnasuw
uumy
Bonds

usury
Bonds

Uillily
Bonds

Uli l l ty
Bonds

a

Ullllly
Bonds

M
T Bonds:inT Bllls

l u sn l h

Pflme
s o o f an

Prime

Et! !
Line

N2

Unmy
Bonds

As

Ullllly
Bands

A
Prlme

so
T Bllli

damn

unmy
Bonds

As

ueuny
Bonds

A 8 . 1

T Bond i

12.1911

T Bands

J 9 . ! n r

T Bills

u a n m n

Llne

NO
2011 2019

5.29%

5.42%
5.32%
5.32%
5.08%

5.04%
5.06%

015%
0. 14%

0.11 %
0.06%
0.04%

0.04%
0.03%
0.05%
0.02%
0.02%

0.01 %
0.02%

444%
4.24%

4.21%
3.92%
4.001s

3.25%

a .25%
3.25%
3.25%
3.25%
3.25%

325%
325%
3.25%

3.25%
3 . x%
3.25%

4 .91 %

4.76%
4.65%

4.55%
4.47%

4.a1%
4. 13%
3.&%
3.71%
3.72%

3.76%
3.73%

4.18%
4.M%

3 .8 %
3.91%
3 .u %

3.65%
3.53%
3. 17%
3.24%

3 .n %
3.25%
3.22%

5.57%

5 .8 %
5.56%
5.55%
5.32%

5.2e%
5.27%
4.89%
4.48%
4.52%

4.25%
4.33%

5.50%

5.50%
5.50%
5.50%
5.50%

5.50%
5.50%
5.25%
5.00%
4 . 75%

4. 75%
4.75%

8.0B*

s. 1 of.
537%
5.98%

5.74%
5.67%
s 70%
5.22%
5.11%

5.24%
4.93%
5.07%

2.71%

2.68%
2.57%
2.53%
2.40%

z.o1%
2.06%
183%
110%

1.71%
1.81%
1 .w%

a.399s

3.58%
3.41%
3.46%
3.17%

3.00%
3.00%
2.3016
1.08%
2.15%

201%
1.98%

3.25%
3.25%

3.25%
3.25%
3.25%

3.25%
325%
3.25%
3.25%
3.25%

3.25%
3.50%

o.o3%

0.02%
0.03%
0.02%
0.02%

0.02%
0.03%
0.07%
0.02%
0.02%

0. 13%
0.23%

2.42%
2.44%

2.4516
243%
2.40%

2.22%
2. 15%
1 .9996
1.93%
1 56%

1 .54%
1.57%

I .8894
188%

2.04%
1 .94%
2.20%

2.36%
2.32%
2.17%
2. I 7%

2.07%
2.26%
2.24%

3.52%
3.62%

3.67%
3.63%
4.05%

4.29%
4.27%
4. 13%
4.25%
4.13%

4. 22%

4.15% 3.55%

3.67%
3.74%
3.75%
4.17%

4.39%
4.40%
4.25%
4  . i s
4.29%

4.40%
4.35%

4.39%

4.44%
4 .51 %
4.51%
4.91%

5.13%
6.22%
5.23%
5.42%

5.47%
5.57%
5.55%

l 3 5 %

4.25%
4.16%
4.05%
3.98%

3.82%
3.69%
5 .8 %
3.37%

3.39%
5.43%
3.40%

2015
J M

Feb
Mar

N I '
Maw
June
July
Aug
Sept

O f
Nov
Dec
201 s

Jan

Few
Mar
Apr

May

June
July

Aug
Sept

OC!
NOV
D 68

2012 Llne

M
1
2
3
4
5
s
1
8
9
10
11

12
1a
11

.an
Feb

Mar
Ap

may
Jun
Jul

A w
SUP
O01
Nov
Doc
2020

Jan
F w

Maf

3.29%
3.11%
3.60%
3.19%
3. 14%

3.07%
2.74%
2.73%

2.84%
2.95%
2.85%
2.77%

:+,50%

3.50%
3.58%
3.50%

3.50%
3.50%
3.50%
3.50%
3.50%

3.50%
250%
3.75%

3.12%

2.96%
3.30%
2.93%

2.89%
2.80%
2.45%
2.49%

2.52%
2.72%
2.83%
2.57%

4.27%
4.11%
4.16%
4.00%

3.93%
3.78%
3.57%
3.59%

3.66%
3.77%
4.08%
4.27%

0.02%
0.08%
0.09%
0.08%

0.09%
0.09%
0. 10%
0.11 as
0.10%

0. 10%
0.11%
0.08%

0.26%
0.3114
0.80%
0.23%

0.27%
0.27%
0.30%
0.30%

0.29%
0.33%
0.45%
0.51%

4.75%
4.1s%
3.25%
3.25%

3.25%
3.25%
3.25%
3.25%

3.25%
3.25%
3.25%
3.25%

4.34%

4 .36%
4 .48%
4.40%
4.20%
4.08%

3.93%
4.00%
4 .0894

3.91 %
3.94%
4.00%

6.49%
5. 28%
5.12%
4.75%

4.60%
4 .47%
4.16%
4.20%

4.27%
4 .8 %
4.64%
4.79%

3.60%
3.42%
3.98%
3.82%

11.63%
3.44%
3.08%
3.08%

3. 17%
3.27%
3.17%
3.06%

2.69%
1.78%
1.89%
1.81%
1.81%

1.64%
1.50%
1.56%
1.63%

1.76%
2.14%
2.19%

1 .76%

1.50%
0.87%
0.66%

0.67%
073%
0.62%
0.65%

0.68%
0.19%
0.57%

0.98x.

1 .ans
137%
2.17%
2.05%
| .sov-

1.62%
153%
168%

1.72%
1 .75%
1 ,B5%

1 .7291

15s51s
1 54%
0.30%
0.14%

11.13%
0.1514
0.13%
0.10%
0.11%

010%
0.09%
0.09%

5.06%
5.02%
5.13%
5.1191
4.97%
431%

4.85%
4.88%
4.81%

4.54%
442%
4.58%

4.03%
4.02%
4.16%
4.10%

3.92%
5.79%
3.58%
8.85%

3.69%
3.68%
3.80%
3.75%

11.09%

3.94%
3.93%
3.74%

3.65%
3.56%
3.38%
3.39%
3.47%

3.59%
5.91%
4 .11 %

a. 25%
325%
3.25%
3.25%

3.25%
3.25%
3.25%
3.25%

3.25%
3.25%
a 25%
3.25%

Jan
Feb
Mar

Aa-
May

Jun
Jul

A149
see
O f
Nov
Dec
zo11

Jan
Fi b
Mar

AP'
May

Juno

J W
Aus
Sept
Ocl
Nov
De :
201 s

Aw
May
Jun
J d

Aug
Sen
O f
NOv
Dec

2021
Jan
Fab
Mar

Apr
may
June

3.50%
3.95%
3.90%
3.14%

a .as %
4.27%
4.44%

4.53%
4.58%

2.43%
2.42%
2.48%

2.30%
2.3o%
2.19%
2.32%

2.21%
2.20%
2.38%
2.35%

z.40w.

1.08%
1 .2696
1.61%
I  . i s

1 .szss
1.52%
1.32%

1.28%
1.37%
1.58%
I .5G%
117%

1 .91 v.
1  .we
I 86%
116%

133%
2.30%
2.58%

2.74%
2.81 %
2.82%
2.72%

2.80%

2.73%
2.93%
3.21%
3.13%

3.17%
3.01%
2.80%

2.82%
2.84%
2.99%
2.91%

3.01%

3 25%
3.25%
315%
3.25%

3.25%
32514
3.25%

3.25%
3.25%
3.25%
3.25%

3.25%

2.75%
3.75%
4.00%

4.00%
4.00%
4.25%
4.25%

4.25%
4.25%
4.25%
4.25%

4,so'v.

3.90%
199%
4.04%

3.93%
3.94%
5.77%
3.82%
3.G7%

3.70%
3.74%
3.85%

3.62%

4.62%
4.55%
4.82%
4.51%

4.50%
4.32%
4.35%

4.23%
4.24%
4.26%
4116%

4.14% 0.08%
0.04%
0.03%

0.021%
0.018%
0.036%
o.os2v.

0.055%
0.042%
0.052%
0.052%

0.059%

0.52%
0.53%
0.72%
0.a1 %

0.89%
0.99%
1.08%
1 .03%

1  . i s
1 .00%
1.25%

L e s

4.14%
4.15%
4.23%
4.12%

4.12%
3.84%
3.99%

3.66%
3.87%
3.91%
3.83%

3.79%

3.18%
: o w e
3.72%
3.51%

3.58%
3.41%
3.20%

3.19%
3.19%
5.32%
325%

335%

4.66%
4.74%
4.66%
4.49%

435%

5.08%
5.21%
5.28%

5.31%
5 .1 m
5.24%
5.25%

4.48%
4.56%
4.59%

0 .0 m
0.10%
o.o9%
0.06%

0. 05%
0.05%
0.04%
0.04%

0.02%
0.06%
0.07%

0.07%

4.15%

4.18%
4.15%
4.00%
4.17%

4.53%
4.68%

4.73%
4.aov.
4.70%
4.77%
4.81%

3.25%
3.25%
325%

3,25%
3.25%
3.25%
3.25%

3.25%
325%
3.25%
3.25%

M W

2.91%
3.W%
3 . u %

3.M%
2.33%
3.16%
2.95%

2.95%
2.96%
3.08%
3.02%

8.13%

M y
/ws
Sept
O f
Nov

Dec
2014

4.44%
4.38%
4.40%

15
16
17
I a
1 s

20
21
22

23
24
25
28

27
2s
Z9
30

31
32
a s
34

35
a s
37
38

39
40

4 l
42
43

44
45

Jan
Feb
Mar

Aw
May
Jun
Jul

N O
see
OC!
Nov

De :
a m
Jan
Feb
Mar

APf
May

2.86%
2.1 I v.

2.72%
2.1 l %
256%
2.60%

2.54%
2.42%
2.53%
2.30%

2.33%

2.21% 46
47

40
49
50

so
52

4.30%

4.18%
4.23%
4.16%
4.07%

4.18%
3.96%
4.08%

280%

0.05%
0.08%
0.05%

0.04%
0.03%
o.o3%

0,0394
0.08%
0.02%
0.02%
0.02%

0.04%

3225%
3.25%

3.25%
3.25%
3.25%
3.25%

3.25%
3.25%
325%
3.25%

3.25%
3.25%

1
2

3
4
5
6

7
a
9
\ 0
11

12
18
14
15

16
11
18
19

20
21
22

23
24
25
2G

21
2s
8
30
31

32
a s
t o

35
8
37
38

39
40
41
42
43

44
45
48

41
DB
49
so

51
52

4.63%
4.53%
4.s1%
4.41%

4,2696
4.29%

423%
4.13%
4.24%
4.08%
4.119%

3.95%

Jan
F M
Mar

A u

MW
Jun
JAI

M Q

$89
O f
Nav

nee
2022
Jan
Feb
Mar

As'
may
Jun

Jul

A w
$09
OC!

NOv
Dec

4.18%
4.42%

4.52%
4.58%
4.71%
4.71%

4.67%
4.64%
4.74%
4.91%
5.03%

4.92%

3.86%
4.on%

4.13%
417%

4.28%
4.27%

4.27%
4.26%
4.32%
4.45%

4.52%
4.37%

3.69%
3.94%

3.97%
5.99%
4.10%
4. 11%

4.10%
4.08%
4.15%
4.31%

4 40%
4.24%

3.25%
3.25%

3.50%
3.50%
4.00%
4.75%

5.50%
5.50%
6.25%
6.25%
7.00%

7.50%

1.43%

1.ssx

1.73%

1.79%

1.90%

1.94%

L 99%

1.0796

z.1ns

1.29%

2.37%

2.41s

0.14%
0.31%
0.45%

01161s
0.99%
1,5494

2.30%
2.12%
3.22%
3.87%
4.32%
4,3618

1
2

3
4
s
6

7
8
9
10

11
12
1a
14
15

i s
17
18
19

zo
21
22

23
24
25
26

27
2B

29
30

31
32
33
34

ss
36
37
38

39
40

41
42

43
44
45
48
41

48
49
so

51
52

Jan
Feb

Mer

M r

Mai
June
July

A w
se l l
OC!

Nov
061:

3.19%
3.55%
3.81%

440%
4.55%
4.65%

4.57%
4.54%
5.08%
5.68%

s. 54%
5.08%

4.50%
4.50%
4.1s%

4.75%
4.75%
5.00%

5.00%
5.00%
5.25%
5.25%
5.25%

5.50%

5.09%
5.01%

5.00%
4.85%

4.89%
4.73%
4.66%

485%
4.79%
4.87%
4.75%

4.70%

2.5B%

2.aass

2.s4%

asm
1.98%

2.91%

2.8956

1.8996

3.00%

:uses

3.1216

3.63%

1.76%
1.93%
213%

2.75%
2.90%
3.14%

2.99%
2.90%
352%
a.9a%

3.89%
3.62%

.km

Jul

A w
sep
Oct

Nov
Doc

3.33%
3.68%

3.98%
4,3294
4.75%
4 .esc
4.78%

4.7ex.
5.28%
5.88%
5.75%

5.28%

3.57%
3.95%
4.28%

4.61%
507%
5.22%
5.15%

5.09%
5.81%
6.18%

6.05%
5.57%

[1] Note: Moody's has not pubnshea AAA utility band yields knee 2001.
Saunas Ccuncll of Economic Advisors. Economic Imitators; Mugunl Bond Recon: Fexieval Raws Bulletin; various issues.
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STOCK PRICE INDICATORS
S&P

Earnings/price
RatioDJIA

NASDAQ
Com ossie

S&P
Com osHe

S&P
Dividend/Price

RaH0
Line

M
1

2
3
4
5
6
7
8
g
10
11

12
13
14
15
16
17
18
19
20
21

22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

42
43
44
45
46
47

4.3196
3.7796

4.6296

52896
54796
52696
5.2096

5.8196

4.4096
4.6496

4.2596

3.4996

3.0896
3.6496

3.4596

3.6196
3.2496

2.9996

2.7896
2.8296

2.5696

2.1996

1.7796

1.4996

1.2596

1.1596

1.3296

1.6196

1.7796

1.7296

1.8396

1.8796

1.8696

2.3796

2.4096

1.9796

1.999%

2.0996

2.0896

1.9496

2.0596

2.1896

1.9796

1.9096

1.9396

1.8996

1.9396

9.1596

8.9096

1079%
12.03%
1346%
12e6%
11.9696

11.6096

8.0396

1002%
8.1296

6.0996

5.4896
8.0196

741%
8.4796
4.7996

4.2296

4.4696

5.8396
6.0996

5.2496

4.5796

3.4696
3.1796

3.6396

2.9596

2.9296

3.8496
4.8996

5.3696

5.7896
5.2996

3.5496

1.8696

6.0496

6.7796

6.2096

5.5796

5.2596

4.5996
4.1796

4.2296

4.6696

4.5396

3.2896

3.7996

Year

1975
1976
1977

1978
1979
1980
1981

1982
1983

1984
1985
1986
1987
1988
1989
1990
1991

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

2002
2003
2004
2005
2006
2007

2008
2009
2010
2011

2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

322.84
334.59
376.18
415.74
451 .21
460.42
541 .72
670.50
873.43

1,085.50
1,327.33
1,427.22
1,194.18
993.94
965.23

1,130.65
1,207,06
1,310.67
1,476.66
1,220.89
946.73

1,139.31
1,268.89
1,379.56
1,642.51
1,930.67
2,061 .20
2,092.39
2,448.22
2,744.68
2,912.50
3,218.50
4,266.80

491 .69
599.26
715.16
751 .65
925.19

1,164.96
1,469.49
1,794.91
2,728.15
2,783.67
2,035.00
1,539.73
1,647.17
1,986.53
2,099.03
2,265.17
2,577.12
2,162.46
1,841 .03
2,347.70
2,680.42
2,965.77
3,537.69
4,374.31
4,943.49
4,982.49
6,231.28
7,419.27
7,936.85

10,192.67
14,358.18

802.49
974.92
894.63
820.23
844.40
891 .41
932.92
884.36

1,190.34
1,178.48
1,328.23
1,792.76
2,275.99
2,060.82
2,508.91
2,678.94
2,929.33
3,284.29
3,522.06
3,793.77
4,493.76
5,742.89
7,441 .15
8,625.52
10,464.88
10,734.90
10,189.13
9,226.43
8,993.59

10,317.39
10,547.67
11,408.67
13,169.98
11,252.61
8,876.15

10,662.80
11,966.36
12,967.08
14,999.67
16,773.99
17,590.61
17,908.08
21 ,741 .91
25,045.75
26,378.41
26,906.89
34,009.89

Source: Council of Economic Advisors, Economic Indicators, various issues.
https;//www.gpo.eov/fdsys/browse/collection.aetic



Schedule JAC 5
Page 6 of 7

Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E-01933A220107

STOCK PRICE INDICATORS

S&P
Earnings/Price

Ratio

S&P
DividendsIPrlce

RatioDJIA
NASDAQ

Composite
S8IP

Composite
Line
MY

0.86%
0.82%
1.19%
4.57%

3.00%
2.45%
2.16%
1 .99%

1,485.14
1,731 .41
1,985.25
2,162.33

809.31
892.23
996.68

1,088.70

7,774.06
8,327.83
9,229.93

10,172.78

5.21 %
6.51 %
6.30%
6.15%

1.94%
1.97%
2.09%
1 .95%

2,274.88
2,343.40
2,237.97
2,534.62

10,454.42
10,570.54
10,390.24
11,236.02

1,121.60
1,135.25
1,096.39
1,204.00

1 .85%
1 .97%
2. 15%
2.25%

6.13%
6.35%
7.69%
6.91 %

2,741 .01
2.766.64
2,613.11
2,600.91

12,024.62
12,370.73
11,671.47
11,798.65

1,302.74
1,319.04
1 ,237.12
1 .225.65

5.29%
6.45%
6.00%
6.07%

2.12%
2.30%
2.27%
2.28%

2,902.90
2,928.62
3,029.86
3,001.69

12,839.80
12,765.58
13,118.72
13,142.91

1,347.44
1,350.39
1,402.21
1,418.21

5.59%
5.66%
5.85%
5.42%

2.21%
2.15%
2.14%
2.06%

14,000.30
14,961 .28
15255.25
15,751 .96

3,177.10
3,369.49
3,643.63
3,960.54

1,514.41
1 ,609.77
1,675.31
1,770.45

5.39%
5.26%
5.38%
4.97%

1 ,a34.30
1 ,900.37
1,975.95
2012.04

4,210.05
4,195.81
4,483.51
4607.88

2.04%
2.06%
2.02%
2.03%

16,170.26
16,603.50
16,953.85
17368.36

2.02%
2.05%
2.16%
2.16%

4.80%
4.60%
4.72%
4.23%

2063.46
2102.03
2,026.14
2,053.17

4821.99
5017.47
4,921 .B1
5,000.70

17806.47
18007.48
17,065.52
17,482.97

4.20%
4.14%
4.11%
422%

2.31%
2.19%
2.13%
2.13%

4,609.47
4,845.55
5,165.06
5,309.89

1,948.32
2,074.99
2,161.36
2,184.88

16,635.76
17,763.85
18,367.92
18,864.77

2.05%
2.02%

4.24%
4.29%
4.25%
4.11%

2,323.95
2,396.22
2,467.72
2,604.98

5,730.36
6,087.11
6,344.72
6,752.93

20,385.12
20,979.77
21,889.58
23,713.18

4.37%
4.51%
4.47%
5.28%

1.88%
1.92%
1 .B3%
1 .9B%

7,250.93
7,356.20
7,877.47
7,192.48

2,732.58
2,703.16
2,850.99
2,692.00

25,122.58
24,555.62
25,613.63
24,891.19

2.00%
1 .93%
1 9 2 %
1.88%

4 ,74%
4 .60%
4.46%
4.32%

7,346.37
7,874,48
8,068.08
8,458.48

25,161.98
26,102.16
26,682.54
27,566.95

2,722.08
2,882.89
2,958.59
3,086.44

1 .80%
2.05%
1.82%

4.50%
3.20%
2.92%
2.51%

3,069.30
2,928.75
3,321.62
3,554.33

26,679.05
24,542.40
27,313.53
29,092.58

8,808.14
9,079.35

10,933.61
11,949.58

31,492.85
34,121.17
34,910,10
35,515.14

3,862.56
4,182.51
4,421.15
4,600.96

13.364.27
13,839.25
14.839.71
15,389.46

1.36% 4.37%34,711.46
32,713.72
31,731.48

14,017.79
12,214.27
11,865.25

4,467.02
4,110.20
3,973.60

2009
1st Qtr.
2nd Qtr.
3rd Qtr,
4th Qtr.
2010

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2011
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr,
2012

1st Qtr.
2nd Qtr.
3rd Qu.
4th Qtr.
2013

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2014
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2015
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2016

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2017

1st Qtr.
2nd Qtr.
3rd Qtr,
4th Qtr.
2018

1st Qtr.
2nd Qtr.
3rd QU.
4th Qtr.
2019

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr,
2020

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2021
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2022

1st Qtr.
2nd Qtr.
3rd Qtr.
4m Qtr,

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
18
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70

Soule: Council of Economic Advisors, Economic Indicators. various issues.
https://www.qpolov/fdsvs/browse/collection.action?coIlectionCode=ECOnl
htlps://ychaNsmom/lndlwtcw/sp 509 dividend veld
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PROXY GROUP COMMON EQUITY RATIOS
10Yoar
Average

20122021 5yoar
Average

20172021201s

5yoar
Average

20222026
mqnwu
2023

Comblnod 5Yr
Hlstorical &

Prolec\sd Avg.

60.5%

46.0%

46.0%

42.0%

40.0%

33.0%

48.5%

52.5%

43.5%

50.5%

48.0%

585/.

44.0%

36.0%

42.0%

ALE

LNT

AEE

AEP

DUK

ETR

EVRG

IDA

NEE

NWE

OGE

ol'rR

POR

SO

XEL

2015

53.7%

50.0%

49.7%

50.2%

51 .4%

40.8%

NrA

54.4%

45.8%

46.9%

55.7%

57.6%

52.2%

44.0%

45.9%

2014

558%

47. 5%

511%

51 .0%

52.3%

43.8%

N/A

54.7%

45.0%

45.6%

54,1%

53. 5%

47.3%

47.3%

47.0%

2021

57.8%

47.1%

43.3%

41.7%

43.1%

31.7%

49.9%

572%

42.2%

47.8%

47.4%

57.4%

43.2%

35.6%

41.8%

2022

60.5%

45.5%

44.0%

42.0%

42.0%

32.5%

48.5%

56.5%

41.5%

50.0%

ss.o%

58.5%

44.5%

36.0%

42.0%

2013

55.4%

50.8%

53.7%

48.9%

52.0%

43.6%

NIA

53.4%

42.9%

46.5%

56.9%

57.9%

48.7%

45.8%

48.7%

2019

51.4%

47.6%

47.1%

43.9%

44.1%

37.1%

49.4%

58.7%

49.6%

47.5%

56.4%

53.1%

48.7%

39.5%

43.2%

2012

56.3%

48.4%

49.4%

4s .4%

528%

42 .9%

NIA

54.5%

40.9%

462%

49.3%

54,4%

52 .9%

47 . 3%

46.7% 60.1%

45.7%

48.s%

4 e,8%

46.2%

35.9%

so.0%

56.4%

56.0%

47.8%

58.0%

55.3%

53.5%

37.8%

43.6%

60.2%

455%

462%

422%

39.8%

33.0%

47.8%

53.0%

43.9%

505%

50.3%

58.2%

43.7%

3S,3%

42.0%

2020

59.0%

44.9%

44.3%

41 .5%

44.4%

33.7%

4a.7%

56.1%

45.5%

47.2%

51 ,0%

58.2%

46.4%

38.1%

42.6%

Historical
2016 2017

58.0% 59.0%

46.1% 498%

51.3% 49.8°/1

50.0% 4B5/,,

47.4% 46.0%

35.5% 35.5%

NIA NIA

55.2% 56.3%

48.7% 47.3%

48.0% 49.8%

58.9% 58.3%

57.0% 5B.7%

51 .6% 49.9%

35.7% 35.0%

43.7% 44.1% 59.8%

46.3%

48.4%

43.3%

42.3%

33

49.9%

55.0%

45.7%

49.3%

52.3%

57.4%

46.6%

36.7%

42.5%

57.7%

47,B/,,

48.9%

47.2%

4s,o%

3B.1%

52. 0%

55.7%

48.3%

47,4v.

54.8%

ss. 3%

49.4%

40.6%

44.5%

202527

59.5%

45.0%

48.5%

42.5%

37.5%

33.5%

46.5%

50.0%

44.0%

51.0%

50.0%

57.5%

42.5%

37.0%

42.0%

59.5%

47,0%

46.7%

44.5%

44.8%

34.B%

s2.o%

56.9%

48.3%

480%

54.2%

565%

48.3%

37,2/

43.1%

Company

1 ALLETE, Inc.

2 Alliant Energy Corp.

3 Ameren Corpoasuon

4 American Electric Power

5 Duke Energy Coup.

e Energy Corp,

7 Evergy, Inc,

a IDACORP. Inc.

9 NextEra Energy. Inc.

10 NonhWestem Corporation

11 OGE Energy Corn.

12 Otter Tail Corporation

13 Portland General Electric Ce.

14 Soul fem Company

is Xcel Energy. Inc.

49.9% 4s.s%48.1% 50.1% 48.5% 46. B% 49.0% 48.1% 46.5% 46.1% 45.8% 46.1% 47.11%49.4% 49.8%50.2% 48.9%Average

Source: Value Llne Investment Survey (assorted dales: October 21, 2022; November 11, 2022, and December 9, 2a22).

54.3225%

47.1142%ratio:

NOTE: TEP has reduced exposure to fnandal risk trsn Ms. Bdkteys Proxy Gwuv: thus. s downwad Hamada risk ediusiment should be made to TEPs COE

TEP Proposed Common Eqully Ratio:

Ms. swae s lou aver e common


